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The Chase offers trust officers and others acting in 
fiduciary capacities a well rounded service in this 
type of investment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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Many banks have “‘stepped up” the range and effec- 
tiveness of their facilities by tying in with Guaranty 
Trust Company correspondent services. Our close 
association with these institutions has proved the 
value of this wider service. 


Today we have correspondents all over the United 
States and in all commercially important areas of the 
world. We welcome your bank’s usage of our various 
services, or your request for additional information 
regarding the help Guaranty Trust Company can give 
you in energizing and broadening your customer 
relationships. 


Guaranty Trust Providing every correspondent 
Company service—domestic, foreign, fidu- 


ciary, portfolio—that your bank 


of N CW Yor k or your customers may require. 


Capital Funds $378,000,000 


140 Broadway Fifth Ave. at 44th St. Madison Ave. at 60th St. Rockefeller Plaza at 50th St. 
New York 15 New York 18 New York 21 New York 20 


London Paris Brussels 


Member Federal Deposit Insurance Corporation 
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and research achievements of the past, 
studied current Federal tax legislation, and 
analyzed the investment andthe sales out- 
look for the immediate future. (For full 
program, see T&E, Oct., p. 641.) The ses- 
sions will be reported in the December is- 
sue. Chicago has shown tremendous com- 
munity vitality, rising from the devastation 
of the 1871 fire, estimated as a $200 million 
property loss, to the point of an $855 million 
investment in new industries during the 
five-year period of 1945-50. Her 71 banks 
last reported total deposits approximating 
$9 billion. Chicago is one of two cities with 
helicopter mail service between the airport 
and all cities in the metropolitan, area. Here, 
in the University of Chicago, the first atomic 
pile reaction was registered. 

Photo by Louis C. Williams 


4 Entered as second-class matter February 6, 1939, at the post office at New York, N. Y., under the Act of 
March 3, 1879. Additional entry at Paterson, N. J., July 23, 1936. 
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Estate Tax Amendments Reflect 
Economic Policy Changes 


Most people will remember the Revenue 
Act of 1951 for the increased dent it 
placed in their pocketbooks. Nestled 
within the more obscure estate tax 
amendments is, however, an interesting 
story of a shift in policy with respect 
to foreign investments in the United 
States and our investments abroad. It 
is the story of a fading, if not com- 
pletely faded, interest in bringing foreign 
money to the United States, and a grow- 
ing interest in encouraging the invest- 
ment of American capital abroad. 


In 1919 in an effort to induce foreign 
investors to purchase United States 
bonds, Congress incorporated in Section 
4 of the Victory Liberty Loan Act of 
March 3, 1919, a provision exempting 
bonds, notes and certificates of indebted- 
ness of the United States from all exist- 
ing or future taxation, so long as they 
were beneficially owned by a nonresident 
alien. This remained unchanged until 
1941 when the Treasury, in its search for 
more money, amended its Regulations to 
eliminate this exemption as to bonds is- 
sued after March 1, 1941. The change 
was based on the purported authority of 
the Public Debt Act of 1941. 


In 1948, the Court of Appeals for the 
Second Circuit in the celebrated case of 
Estate of Karl Jandorf, 177 F. (2d) 464, 
invalidated the Regulation, holding that 
the Public Debt Act of 1941 had no 
bearing on the extent of the exemption 
granted by the Victory Loan Act of 1919 
with respect to estate taxes. In the face 
of repeated unfavorable decisions, the 
Treasury finally yielded its position, and 
in 1951 sought Congressional assistance. 


In Section 604 of the Revenue Act of 
1951, Congress has specifically provided 
the gross estate of a nonresident alien 
not engaged in business in the United 
States must include obligations of the 
United States issued on or after March 
1, 1951, if the decedent dies after the 
date of the enactment of the Revenue 
Act of 1951. Thereby has been ended the 
special treatment originally granted to 
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nonresident aliens in an effort to encour- 
age foreign investment in obligations 
issued by the United States. 


Standing by itself in a Revenue Act 
having as its major purpose an increase 
in revenue, Section 604 would create 
little excitement. Section 603 of the same 
Act provides, however, that where prop- 


Estate Planning two years ago. This past 
summer we conducted two such courses, 
one in connection with Peoples and the 
other in cooperation with Mellon Nation- 
al Bank and Trust Company. These 
courses have worked out extremely well 
and we plan to continue them each sum- 
mer. 

The University requires each student 


pletion meet to produce a proposed plan, 
which it is their duty to sell to the client, 
Upon acceptance it is their job to prepare 
the necessary instruments. Those by Firm 
A are handed over to Firm B and vice 
versa and each firm then attempts to im- 
prove upon the plan of the other firm. 


At the end of each course all of the 


erty, included for Federal estate tax plans and instruments are subjected to 
purposes in the gross estate of a resident 0 take a summer school at the end of aq criticism by a trust officer and the in- 
or citizen of the United States, is situated his second year in law. The main feature structor and in some cases by an under- 
in a foreign country and is subjected to of this summer school consists of our writer and tax specialist, with the 


a death tax by such country, a credit 
shall be allowed against the estate tax 
for such foreign death tax. Here, then, 
is an estate tax benefit specifically de- 
signed to encourage American invest- 
ments abroad. 


What is particularly significant about 
the amendment is the fact that the United 
States has already entered into conven- 
tions with certain countries, and is nego- 
tiating conventions with others, designed 
to eliminate this type of double taxation. 
Yet, Congress has found it advisable to 
expedite the process by extending the 
provisions for estate tax credits to all 
countries. 


This sudden solicitude on the part of 
‘Congress towards the American investing 
abroad unquestionably stems from a new 
philosophy of encouraging investment 
overseas. It is perhaps a collateral effort 
to implement with private capital the 
President’s Point IV program relating 
to under-developed countries and the 
general program of foreign aid. It thus 
appears to be more than coincidental 
that, of two successive paragraphs of the 
Revenue Act of 1951, one should tend 
to encourage foreign investment abroad 
and the second should eliminate prior pro- 
visions tending to encourage foreign in- 
vestment in the United States. 


problem courses, designed to make the 
student work on his own on problems 
of the kind he will meet in practice, to 
break down the compartmentalization of 
the student’s study. A student is per- 
mitted to take only one problem course 
and he is expected to spend the major 
part of eight weeks on it. 

One of the problem courses in Estate 
Planning opens with a brief discussion 
by the instructor in charge, or by a trust 
officer, of the general types of problems 
met in the field, the tools available and 
the possibility of the attorney in charge 
using the service of insurance under- 
writers, tax specialists, trust officers and 
other experts. Each class is restricted to 
ten ‘students, divided into two firms of 
five members each, with a managing 
partner assigned to act as liaison between 
the firm and the instructor. 

The students then secure the necessary 
information by interviewing the client 
(the part of the client being taken by 
research fellows working in the law 
school, other members of the faculty or 
other students in other problem courses). 
It is believed that this experience in 
securing information from a client, who 
is instructed not to be any more helpful 
than he thinks an actual client would be, 
is of very real value. The clients, of 
course, have previously received a de- 





students permitted to defend their ideas 
and to discuss all of the criticism fully. 
We have many ideas for improving the 
problem courses in Estate Planning and 
consider that they are in an experimental 
stage at present. The cooperation re- 
ceived from the trust companies has been 
most gratifying and has included in one 
instance the purchase of additional books 
which were contributed to the Law 
School Library. 
William F. Schulz, Jr., 
Professor of Law, 
University of Pittsburgh 


For several years we have offered a 
seminar in Estate Planning to our senior 
law students. Each section of the seminar 
is limited to 20 members and the actual 
work of client interviewing, planning and 
drafting is worked on as group pro- 
jects. In the absence of teaching ma- 
terials designed for such a course we 
use available texts and periodicals. In 
addition, visiting experts attend the sem- 
inar meetings from time to time and sub- 
ject themselves to questions concerning 
their specialties. A considerable portion 
of the course is devoted to the incredibly 
tangled affairs of a hypothetical client 
whose plans are ultimately set aright 
(in various ways) by the students. 

We are satisfied that Estate Planning 
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Leroy E. Rodman, Esq. tailed statement of their family, the. ; a 
New York City nature of their business, their resources '° not only important as : substantive stanc 
and finances generally and specifically, field but as well offers a significant op- | trust 
More on Law School Courses the objects of their bounty, to what ex- portunity to teach, in an effective set-| in g 
The University of Pittsburgh School tent they are interested in saving taxes cone wtp of the skills of oe profession | and . 
of Law, in cooperation with Peoples Na- as opposed to other possible objectives, only lightly touched elsewhere. : Cisio1 
tional Bank and Trust Company of Pitts- etc. The students divide the research Willard H. Pedrick. 
burgh, instituted a problem course in among themselves and after its com- Professor o, Law, La 
Chicago, IIl. Northwestern University | famir 
and r 
Loading Charge Explained the F 
Mr. Sayre’s article “Prudent Man Rule , there 
for Trust Investments” in your October | an ex 
1951 issue, refers to loading charges attorr 
involved in investment trusts which he pand 
says are “annual charges against in- 
: : i to str 
come.” Loading charges are paid only 
on the initial purchase of investment and 0 
trust shares and, in the case of some laid « 
mutual funds such as our own, there is | ON pe 
no loading charge. There are, of course, | more 
annual charges for the management of | secur 
any fund’s assets, but percentage-wise p 
these are small in comparison with the °j mn 
. : . | Circul, 
Professor Schulz, standing at left, with students in one of the two Estate Planning Courses usual loading charge. Robert A. Woods, Period 
conducted this summer, the other being by Prof. Charles W. Taintor II. The students are Stein Roe & Pie cer Fund. fod 
Messrs. Margolis, Bassi, Stone, Richardson and (seated) Conflenti, Feeney, Bollinger, : ’ ments 
Snyder, and Herrington. Chicago, Ill. prints 
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Counsel for the Estate 


BASES FOR BAR-TRUST COLLABORATION 


posing fiduciaries not only co-operate with law- 

yers but are consistently developing new business for 
C and generally providing special aids on a variety of 
estate planning and administration problems. Leading estate 
attorneys familiar with the practical complexities of fiduci- 
ary work, and with the services rendered by modern trust 
departments, are doing the same for trustmen. Where there 
are mutual understanding and respect there is mutual ad- 
vantage, with added benefit to the beneficiaries of estates 
and trusts. 


The lawyer primarily concerned with serving his client 
will call on the facilities of a corporate fiduciary when he is 
convinced that is the best course. Reports and interviews 
in cities and towns all over the country indicate clearly that 
those attorneys having the great majority of the local estate 
practice are recomme ville appointment of trust depart- 
ments as executors, as well as for trust and investment 
management. In fact, attorneys are more frequently advising 
clients about living trust or investment agency advantages 
as they recognize the importance of conserving their clients’ 
current estate in these financially confused times. 


There still persist, however, some misunderstandings or 
delusions respecting the trust company-attorney relation. 
There may always be legitimate differences of opinion, in- 
stances where the relative merits of each as executor or 
trustee will make for competition. This is as it should be 
in a nation of free institutions and choices. But differences 
) and competition should be based on knowledge so that de- 
cisions will be based on the client’s best interests. 


Law practice, especially estate work, may be a feast-or- 
famine affair, which is one reason that practitioners more 
and more prefer to act as attorney than as executor. Further. 
the Bar prohibits “advertising” and for the same reason 
there can be no new business solicitation. Banks, then, have 
an exceptional opportunity to do a service that can benefit 
attorneys, themselves—and their customers. They can ex- 
pand the good advertising work many have long been doing 
to stress the value and role of the lawyer in testamentary 
and other financial protections. More emphasis can well be 
laid on estate plans for younger men and for wives, and 
on periodic review where conditions necessitate. This means 
more business for attorneys to the extent that it gives more 
security and achievement to the client. 


Progressive trust departments are more and more widely 
regular or 
periodic reports of legal, tax and estate business develop- 
ments to attorneys and accountants, and newsletters or re- 
prints of special articles on developments or ideas of inter- 
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est to laymen. These letters do much to make the public not 
only will-conscious but also aware of the whole range of 
family and personal planning. Estate or Financial Forums, 
some for professional groups but most including laymen, 
are attaining wide attention and excellent response and prov- 
ing a most effective vehicle for collaboration with the Bar 
and for demonstrating the ways in which lawyers, account- 
ants, insurance analysts and trust officers serve private 
parties, corporations and the community. In the newer field 
of Pension Trusts alone, corporate fiduciaries have done 
much initiating of a service that calls for continuing con- 
tact, and therefore co-operation, between lawyer and trust 
official, industry and commerce. 

There is a promising new Era of Collaboration ahead 
which wiil amply reward those members of the Bar and the 
corporate fiduciaries who thoughtfully appraise and well 
use each other’s services. Nor is this a “close corporation” 
or exclusive club. It incurs widespread ill-will for any bank 
to try to direct business to a select few. And it is not even 
good “business,” for the more lawyers who work with a 
competent trust department on an estate or trust, the more 
friends that department will have, because they see the value 
of bank facilities which previously may have been consid- 
ered routine or “mere bookkeeping.” A recent state-wide 
survey” conducted by a committee of the California State 
Bar showed that banks are not channeling probate business 
to a favored few but that in the 5,150 cases reviewed where 
banks were administering the estate, 3,977 outside counsel 
were represented. 

In developing mutual business dealing so often with 
widows, minors and others dependent on invested income, 
it is of course of first concern that no more expense be in- 
curred to the estate or trust than is necessary. Few are the 
lawyers, however, who do not want to earn every cent of 
their fees and, especially in probate cases, give a bit extra. 
With the increasing complications of the work it may be a 
most appropriate time for Trust and Bar-members and com- 
mittees—to re-appraise the situation and see where each 
can serve to best advantage. The smart bank will welcome 
opportunities to work with every co-operative lawyer as 
estate attorney, as co-executor where conditions so require, 
and as agent where an attorney or member of the family is 
found to be the logical executor. The conscientious attorney 
will welcome occasions to serve by studying family business 
or real estate affairs, by working out personal problems with 
beneficiaries and in general co-operating with the trust offi- 
cer to give their mutual clients the kind of help they would 
want for their own family. 





*See Oct. 1951 T&E, p. 641. 








Political Promises — Economic 
Realities and the British Election 


HE headline results of the British elections on October 

25th can be stated very briefly—LaBorites OuT AFTER 
Six YEAR TENURE—CONSERVATIVES RETURN TO POWER— 
WInsToN CHURCHILL TAKES OVER AS PRIME MINISTER. But 
there is much greater significance behind these headlines 
than a normal contest for control between two political 
parties; it is rather a national verdict upon the failure of the 
socialistic state which the Labor Party had fostered for six 
years and whose record is a perfect case history of the 
shortcomings of a managed economy. This map not be an 
inappropriate moment to consider some of the “implications 
of the British political and economic picture iré relation to 
the situation on this side of the Atlantic. 

As a reaction to the weariness after six yeu of World 
War II, Winston Churchill and the Tories werQ@§wept from 
power in 1945 by the Labor Party which imigMiately em- 
barked upon a full-fledged program of stag socialism, 
limited only by finances. The coal and utility 
well as steel, trucking, and the railways (and 
the Bank of England), were nationalized ar 
owners were reimbursed according to a set @®rmula. the 
compensation bore very little relation to the Ql value of 
the properties and in effect represented a substzutial degree 
of confiscation. Lacking the means to take over and nation- 
alize all industry, Labor sought to control the private in- 
vestor and management by restrictions upon expansion, 
capital issues, and profits through penalty taxes and divi- 
dend limitation. 

A consistent policy of redistribution of wealth was fol- 
lowed for the benefit of the lower income groups at the ex- 
pense of the middle and higher income brackets. Perhaps 
some of the lower incomes have benefitted from social ser- 
vices, such as free medical and dental care, but the ad- 
mittedly inefficient handling and costs of bureaucratic ad- 
ministration have, over all, been translated into inflationary 
price advances in commodities and goods in everyday con- 
sumption. Electric power has been in short supply and 
political management of the nationalized resources referred 
to above, particularly the railways and coal, has been a dis- 
mal failure in every respect. The result has been in accord 
with theory and past experience—namely, a steadily rising 
inflationary price tide and less for all. Is it any wonder that, 
despite the solid core of support for the Labor Party, enough 
erstwhile supporters of the regime have seen that their 
policies just don’t work and have decided to give the Tories 
another chance to pull the chestnuts out of the fire? 

Not only have the policies of the Labor Party had 
their impact upon the Briitsh internal economy but by 
extension they have seriously and adversely affected the 
international trade position of the country. With multiple 
commodity shortages, plus a rising price level for raw 
materials in world markets, costs of imports rose. The vol- 
ume of exports failed to keep pace and the balance of trade 
against the country has been further aggrevated by the loss 
of Iranian oil revenues. But the fundamental reason for the 
imbalance is inflation at home, with competition for goods 
in limited supply plus a rearmament program superimposed 
upon the costs of a welfare state. Housing and food subsidies 
have added their bit to the red ink column. 


This in brief is the economic situation which the Con- 
servative Party is inheriting. No immediate or easy solution 


ustries, as 
to forget 
while the 
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is in sight but with the inspiring leadership of whch Mr. 
Churchill has shown himself capable, it is to be hoped that 
the real issues of increased productivity, reduced expenses 
or at least greater efficiency for the same outlay, and the 
pressing international trade balance problems will be faced 
squarely and courageously. The change of control in itself 
will assure a substantial degree of confidence and tend to 
check the strain on the sterling markets. 

What must the Tories now do to achieve some degree of 
order? To denationalize the steel industry, for example, 
some $652 million capital must be financed and distributed 
to investors. Without the assurance of continuity, who would 
care to purchase an interest which might be worth little or 
nothing if the Laborites return to power? Some plan must 
be devised that will remove the danger of making the in- 
dustry a political football, subject to the turn of elections. 
The trucking industry, to take another illustration, will, 
according to estimates of The Road Haulage Association 
which represents private operators. need up to two years 
to unscramble the state-owned operation and more than 
six years to wipe out the loss involved in the return to pri- 
vate operation. 

We have not yet had in this country nationalization of an 
industry but there has been and continues to be government 
encroachment into activities which are better and more 
cheaply handled by private interests. On any sound system 
of cost account- 
ing, the private 
public utility 
companies have 
shown their abil- 
ity to serve bet- 
ter at lower rates 
than the pub- 
lic authorities. 
Whenever the 
railroads have 
been operated 
under public 
control, the re- 
sults have been 
unhappy. History 
proves that the 
administrative or- 
ganization of 
government can- 


St. George and the Dragon 


not be made as 
efficient or re- 
sponsive as a pri- 
vate profit organ- 
ization, and the fewer controls and interferences that gov- 
ernment interposes in the business picture, the better. 





—Yardley, in The Baltimore Sun 


Despite the demonstrated unwillingness of most of us to 
profit from the mistakes of others, the British picture should 
be a warning to thinking Americans of what could con- 
ceivably happen here. It is true that the resources of the 
American economy are infinitely greater than those of 
England but England, too, was once a great world power 
with an immense trade credit balance. Can we continue 
to live beyond our national means by deficit financing? 
No matter how repetitious the cry for economy in govern- 
ment spending, it would appear of the utmost importance 
that the administration be continually impressed of the 
people’s demand for lower taxes and a curtailment of un- 
necessary activities. 
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Fiduciaries Financial Service 


This service is to assist individuals acting as Executor, Ad- 
ministrator, Trustee or Guardian—their Counsel, Accountants 


or Advisors. 


By appointment of Bankers Trust Company as Custodian or 
Agent, fiduciaries may relieve themselves of the worries and 
details of property management and the keeping of pertinent 
records. The following services may be obtained in whole or 


in part as the fiduciary and his counsel require: 


Safekeeping of Securities Investment Advisory Service 
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Stock Transfers Depositary under Court Order 
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Revenue Act »« 195] 


OR the first time in recent years, 

a tax bill which was approved in 
the Joint Conference Committee was re- 
jected on final vote. Within a week 
thereafter, the 1951 Revenue Act, with 
minor modifications, was approved. As 
finally enacted with the President’s sig- 
nature at 2:07 P.M. (E.S.T.) on Octo- 
ber 20, it involves substantial individ- 
ual and corporate tax increases. 


While the new law, which contem- 
plates raising approximately $5,700,- 
000,000 in new taxes, is one of the 
largest revenue producing measures 
ever to be enacted by Congress, it is 
not confined to income producing char- 
acteristics alone. A number of loop- 
holes previously discussed by the tax 
writing Committees have been plugged 
under the new law. New relief provi- 
sions, alleviating tax burdens inequit- 
ably imposed on certain taxpayers, such 
as “heads of households” and sellers of 
personal residences, have been made a 
part of the Federal law. 


A very large segment of the Ameri- 
can taxpaying population will feel the 
severe impact of the tax increases en- 
tailed in the new Act. With like force, 
a number of changes in the Internal 
Revenue Code will have a most signi- 
ficant effect on thousands of estate 
plans. To better appraise the practical 
significance of the new law, a brief dis- 
cussion of various provisions is here- 
in offered. 


Individual Income Tax (Sec. 101 ff.) 


The avowed purpose of the Revenue 
Act of 1951 was to increase taxes. In- 
dividual income taxes, traditionally the 
largest revenue producer, are increased 
approximately 1134 per cent, effective 
November 1, 1951. For calendar year 
taxpayers, tax liability for 1951 will be 
determined by reference to a special 
tax table which reflects approximately 
one-sixth of the increase. In subsequent 
years, the entire 1134 per cent will be 
payable. Taxpayers with fiscal years 
other than October 31st must prorate 
their tax according to the number of 
months in their fiscal year before and 
after such date. 
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SAMUEL J. FOOSANER 


Mr. Foosaner, who is Federal Tax Edi- 
tor of Trusts AND EstarEs, testified be- 
fore both the House and Senate Commit- 


tees considering the new tax law. His 


“Ten Year Tax Plan” (see March °51 
T&E, p. 183), was warmly received by a 
number of committee members. 





Corporate Tax Rates (Sec. 121 ff.) 


Effective April 1, 1951, the corpora- 
tion normal tax is increased from 25% 
to 30%. Here again, this provision re- 
sults in a modified rate of 2834°% in 
1951 for calendar year corporations, re- 
flecting three-fourths of the increase. 
Corporations with fiscal years other 
than March 31, 1951 will have to pro- 
rate their tax liabilities, on the basis of 
the number of days in their fiscal years 
before April 1, 1951 and from such 
date to the end of the fiscal year. 


While the corporate surtax remains at 
22% and the basic excess profits tax 
remains at 30%, the overall maximum 
has been increased to approximately 
70% for established corporations. 


Head cf Household (Sec. 301) 


Because Congress concluded that un- 
married persons supporting households 
were discriminatorily treated under 
prior law, a new relief provision has 
been provided, granting tax benefits 
equivalent to approximately one-half of 
those presently enjoyed by married tax- 
payers who file returns on a split-in- 
come basis. In-order to qualify as head 
of a household, the taxpayer must estab- 
lish that (a) he or she is unmarried at 
the end of the taxable year, and (b) 
maintains as his home a household con- 
stituting the principal place of abode 
for either 

(1) An unmarried son, stepson, daughter, 
or stepdaughter of the taxpayer, or a 
descendant of a son or daughter of the 


taxpayer, regardless of how much 
gross income such person may have; or 


A married stepson, daughter, 
stepdaughter or descendant, or any 
other dependent, if the taxpayer is 
entitled to an exemption for such per- 
son under Section 25 (b) of the Code. 


son, 


No person will be entitled to a head 
of household exemption unless he furn- 


ishes over half of the cost of maintaining 
the household; nor will he qualify if, 
at any time during the taxable year, he 
is a non-resident alien. 


The change in the law applies only to | 


taxable years beginning after October 
31, 1951. New surtax tables will be pre- 
pared to reflect these changes. CAUTION: 
They can not be used for the 1951 
calendar year. 


Payments to Beneficiaries of 
Deceased Emplovees (Sec. 302) 


A new exclusion from gross income 
has been created by amendment to Sec- 
tion 22 (b) (1) of the Code. Formerly 
this section exempted from taxable in- 
come only amounts received under a life 
insurance contract paid by reason of the 
death of the insured. The 1951 Act pro- 
vides additionally for the exclusion of 
certain death benefits paid by an em- 


ployer to the beneficiaries of a deceased | 


employee, by reason of the employee’s 
death and pursuant to a pre-existing 
legally binding agreement. The exclu- 
sion only applies to amounts not in ex- 
cess of $5,000 paid by any one em- 
ployer to the beneficiaries of a deceased 
employee. The wording of this section 
implies, however, that if a decedent had 
more than one employer, a $5,000 ex- 
clusion would be allowed for death 
benefits paid by each employer. This 
amendment applies to all tax years be- 
ginning after December 31, 1950 and 
presents tax saving opportunities merit- 
ing consideration. 


Joint and Survivor Annuities 
(Sec. 303) 


Ordinarily, property included in a de- | 


cedent’s gross estate for estate tax pur- 
poses thereafter has a cost basis to its 
owner consisting of the fair market 
value of such property at the time of 
death, or at a date one year after dece- 
dent’s death, if the executor elects the 
optional valuation date. There are ex- 
ceptions to this rule, however, where 
the property is not received by devise, 
bequest, or inheritance. Joint and sur- 
vivor aunuities are typical exceptions. 
Thus, while such annuities are included 


in the decedent’s estate, the cost basis, 
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of the annuity, in the hands of the sur- 
vivor, remains the same as it was in the 
hands of the decedent. This has caused 
substantial hardship in many cases. 


Section 303 of the 1951 Revenue Act 
is designed to avoid such inequities, by 
correlating the estate tax and income 
tax provisions with respect to joint and 
survivor annuities. This section, amend- 
ing Sections 22 (b) (2) and 113 (a) 
(5) of the Code, provides that where the 
value of any part of a joint or survivor 
annuity has been or should have been 
included in the gross estate of the de- 
cedent, the basis for computing gain or 
loss of the entire interest to the survivor 
will be the same as the value for estate 
tax purposes. Thereafter, in computing 
the taxable portion of annuity payments 
received, this same value will be deemed 
to constitute the consideration paid for 
the annuity under Section 22 (b) (2) 
of the Code (3% rule). Relief will be 
available under this Section in all cases 
where the decedent died after December 
31, 1950. 


This amendment will be especially 
beneficial in the case of employees who 
elect to receive retirement or pension 
benefits under a joint and survivor an- 
nuity plan. In such cases, the cost basis 
of the annuity to the primary annuitant 
is often very small in proportion to the 
value of the annuity, since the employ- 
ers contributions usually are not in- 
cluded. This relief provision will in- 
crease the cost basis to the survivor in 
most cases, thereby allowing him to 
exclude from gross income a larger por- 
tion of the annuity payments received 
during his lifetime. 


Medical Expenses (Sec. 307) 


Heretofore a deduction could only 
be claimed for medical expenses in ex- 
cess of 5% of the taxpayer’s adjusted 
gross income. The new law eliminates 
the 5% reduction in the case of medi- 





“Break off those icicles, Carter! 
” 


They’re depressing! 


Copyright 1951 Cartoons-of-the-Month 
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cal expenses paid for the taxpayer or 
his spouse if either of them is over 65, 
for years beginning after December 31, 
1950. 


Dependent’s Gross Income (Sec. 310) 


Previously, taxpayers were denied de- 
pendency exemptions where the depend- 
ent had gross income of $500 or more, 
notwithstanding the fact that the ex- 
emption for dependents was $600. The 
1951 Act corrects this inadvertence, so 
that taxpayers will be entitled to de- 
pendency exemptions where the depend- 
ent has gross income of less than $600. 


Sale of Residence (Sec. 318) 


Many thousands of taxpayers have 
encountered substantial income taxes at 
capital gain rates upon the sale or ex- 
change of their personal residences, not- 
withstanding the fact that within a short 
period they may have purchased or 
otherwise acquired a new home for a 
sum equal to or in excess of that re- 
ceived for their old home. To remedy 
this situation, the 1951 Revenue Act 
includes a section to the effect that 
where a taxpayer has sold or disposed 
of one residence and acquired another 
within a period of one year, either be- 
fore or after such sale, gain shall be 
recognized from the sale of the old 
home only to the extent that the price 
received for it exceeds the taxpayer’s 
cost for his new residence. Non-recogni- 
tion only applies if both homes are 
principal residences of the taxpayer. 


Relief is also extended in a number 
of other circumstances. For example, 
the same relief is afforded if the tax- 
payer constructs a new residence with- 
in the year but he must use it as such 
within 18 months of the sale. The sec- 
tion also applies to involuntary conver- 
sions such as condemnation. 


The taxpayer’s cost basis of his new 
residence will be reduced by the amount 
of gain not recognized upon the sale of 
the old. The section applies to sales 
made after December 31, 1950, even 
though the new residence was purchased 
before that date. 


Redemption of Stock to Pay Death 
Taxes (Sec. 320) 


Section 115 (g) (3) of the Internal 
Revenue Code was amended by the 1950 
Revenue Act to permit a corporation to 
redeem decedent’s stock without such 
redemption being construed to be “es- 
sentially equivalent” to a taxable divi- 
dend, provided, however, that the dece- 


dent’s stock comprised more than 50% 
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MONTGOMERY’S 
FEDERAL TAXES 


¢ Corporations and Partnerships 


— including Excess Profits Tax 
¢ Estates, Trusts and Gifts 


THIS 34th ANNUAL EDITION is fully 
abreast of the present tax situation. It alerts 
users to the effects of changes made by the 
Revenue Act of 1951, and to developments 
in application of the law arising out of 
recent court decisions. 


Here—in one place—is clear, logically 
presented information and tax counsel, 
so fundamental, complete, and reliable 
that MONTGOMERY'S FEDERAL TAXES is 
widely accepted as a standard authority, 
continually consulted by experts, and 
repeatedly cited in the courts. 


It is used wherever tax problems are 
dealt with, for the unique quality of guid- 
ance it makes available. It covers the intent 
of the law, experience with its epplications, 
essential points to watch, methods and 


conditions under which transactions may 
best be effected. 


Complete Help Under New Tax Law 


EMPHASIS IS NOT ON ROUTINE, but 
On important tax considerations. Across- 
the-table opinion helps determine action, 
reinforce judgments, elect alternatives. Far- 
sighted suggestions help to recognize and 
develop tax advantages, to take (and 
justify) a position, to avoid pitfalls. 


The volumes on CORPORATIONS and 
PARTNERSHIPS integrate full coverage 
of the Excess Profits Tax with normal tax 
and surtaxes; analyze effect of amend- 
ments in 1951 Act. Volume on ESTATES, 
TRUSTS and GIFTS guides in minimizing 
of both estate and income taxes; helps 
plan, taxwise, disposition of estate; draft 
instruments of transfer. 


L) SUBSCRIPTION COMPLETE (3 vols.) $50 


— or separately: 
C) Corporations and Partnerships (2 vols.) $35 
C) Estates, Trusts and Gifts (1 vol.) ........ $15 
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of the value of his net estate. To liber- 
alize this phase of the law, and to fa- 
cilitate the requisite liquidity to meet 
mandatory costs at death, Congress has 
amended this section to decrease the 
essential proportionate stock value from 
50% of the net estate to 35% of the 
gross estate. This change, which ap- 
plies to amounts distributable on or 
after October 20, will generally consti- 
tute a helpful one in estate planning. 


Capital Gains and Losses (Sec. 322) 


The new Act revises the treatment of 
long-term capital gains and losses. The 
50% reduction in the case of long-term 


gains or losses is no longer to be ap- 
plied before determining the net capital 
gain or loss. Under the new law, all 
gains are to be included in income at 
100%, irrespective of whether they are 
long-term or short-term. The same treat- 
ment applies to losses. Then, if the net 
long-term gain exceeds the net short- 
term loss, a deduction under new Sec- 
tion 23 (ee), is allowed, amounting to 
50% of the ‘excess of such net long- 
term gain over the net short-term loss. 


If the net tong-term loss exceeds the 
net short-teri. gain, the excess is not 
reduced but ‘3 allowed in full as a de- 


duction from #rdinary income, with the 





We Recommend for Investment: 


- 


The Ohio Match Company 


5% Cumulative Preferred Stock 
Callable at 105 


(Presently outstanding 66,272 Shares—$100 Par Value) 


The match industry is an essential depression-proof business. More than 
1,000,000,000 matches are used daily in the United States. A recent Federal 
Trade Commission survey of 25 major manufacturing industries, comparing 
1940 with 1950 results, showed that the match industry recorded the sharpest 


percentage increase in rate of return. 


Ohio Match Company, organized in 1895, is one of the two fully integrated 
completely diversified match companies in the country. Ohio, in addition, has 
certain most interesting “natural resource” aspects —timber and, through 
holdings of 167,500 shares of Northern Pacific Railway, oil. These Northern 
Pacific Railway holdings are carried on the balance sheet as of August 31, 1951 
at only $4,715,600 whereas their present market value is twice this figure. 


The Preferred stock recently was issued to the Common stockholders as a tax- 
free dividend on a basis of 7 shares of Preferred for each 100 shares of 
Common. Preferred dividend requirements are covered by a most comfort- 
able margin. We recommend this issue as an attractive discount preferred. 


Available to yield over 512% 


WE MAINTAIN AN ACTIVE MARKET IN THE STOCK 


P. F. FOX & CO. 


120 BROADWAY, NEW YORK 5, N. Y. 


Telephone 


REctor 2-7760 


Teletypes 


NY 1-944 & NY 1-945 
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$1,000 net loss limitation as under pre- 
vious Revenue laws, and the entire 
balance is then carried forward, as a 
short term capital loss, to the following 
years. 

The following examples will illustrate 
the new treatment. In all cases, net in- 
come is in excess of $1,000. 


1. If the net long-term gain is $2,000 and 
the net short-term gain is $2,000, the 
taxable capital gain is $3,000, of which 
$1,000 is a long-term gain subject to 
the alternative tax rate. In this case, 
the result is the same as under the prior 
Revenue law. 

2. If the net long-term gain is $2,000 and 
the net short-term $1,000 the 
taxable capital gain is $500 and is 
treated as a long-term gain. 

3. If the net long-term loss is $1,000 and 
the net short-term gain is $1,000, there 
is no taxable gain or loss. 

4. If the net long-term loss is $1,000 and 
the net short-term loss is $1,000, the 
deductible capital loss is $1,000, and 
the carry over to the next year is $1,000. 


loss is 


Treatment of long-term gains and 
losses under this new method applies to 
taxable years beginning on or after 
October 20, 1951. The alternative capi- 
tal gains tax rate is increased from 25% 
to 26% with respect to such years. In- 
dividual taxpayers who file their returns 
claiming the standard deduction are not 
precluded from taking the 50% reduc- 
tion in the case of long-term gains. 


Gain on Sale of Depreciable Property 

Between Spouses, and Between In- 

dividual and Controlled Corpo- 
rations (Sec. 328) 


Because of the ever increasing differ- 
ence between the tax rates on ordinary 
income and those on capital gains, tax- 
payers have found it advantageous to 
sell assets to related entities, at capital 
gain rates, and thereafter secure the 
benefits of increased depreciation allow- 
ances. Section 328 of the Bill, adding 
Section 117 (0) to the Code, is designed 
to forestall this practice. Gains resulting 
from sales of property between husband 
and wife, or between an individual and 
a corporation which is more than 80% 
owned by either the individual, his 
spouse, his minor children, or minor 
grandchildren, will now be treated as 
ordinary income. The provision will 
apply only to property which will be 
subject to depreciation in the hands of 
the transferee, and applies only to sales 
made after May 3, 1951. 


Termination Payments to Employees 


(Sec. 329) 
A new Section 117 (p) of the Code 
(Continued on page 790) 
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© State taxation once was easy. The property tax, a franchise tax, and 
a few license taxes made up the picture. But now all this is changed. 





® New and drastic forms of taxation have been created, rates have sky- 

rocketed, more and still more tax money is demanded. Today, as never before, 
correct, continuing tax information is vital to effective, economical business management. 
And not just at return time, but all through the year. Tax control must be carefully planned, 
plans constantly revised to match the swift pace of present-day tax changes. 


State Tax Reports... 


¢ For these basic reasons Tax Men everywhere welcome the special assistance of CCH’s 
State Tax Reports. 


* Forty-eight states and the District of Columbia are each individually covered by CCH's 
State Tax Reports, each state the subject of its own reporting unit. Swift, accurate, con- 
venient, the informative regular issues of each unit keep your tax facts and information 
constantly up-to-the-minute. Coverage includes new laws, amendments, regulations, rul- 
ings, court and administrative decisions, return and report forms—in short, everything 
important or helpful in the sound and effective handling of corporate or individual state 
taxes and taxation. 


Write for Full Details of Reporting for Your State 
MMERCE. CLEARING, HOUSE,. IN 
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rocecdings of 25th, 


WESTERN REGIONAL TRUST CONFERENCE 


ITH more than 200 delegates in 

attendance, the Trust Division of 
the American Bankers Association held 
its 25th Regional Trust Conference in 
San Francisco, October 17-19. Host for 
convention was the Associated Trust 
Companies of Central California, whose 
president, Merl McHenry, extended 
greetings to the opening session. Mr. 
McHenry is vice president and trust 
officer of the Bank of America N.T.&S.A. 


Fiduciary’s Duty to Defend Dollar 


Fiduciaries have a paramount duty to 
take aggressive action in defense of the 
dollar value of the wealth which they 
handle, not only for the benefit of its 
dependents but for the well being of the 
economy as a whole and the defense 
effort itself, was the theme of the ad- 
dress by Raymond H. Trott, president 
of the Rhode Island Hospital Trust Co., 
and immediate Past President of the 
Trust Division. A cheap money policy 
during and since World War II, coupled 
with swelling defense expenditures, have 
already brought an appreciable degree 
of inflation but the banker must, he 
stated, because of his training and ex- 
perience, be in the forefront in the 
effort to influence government policy so 
far as possible to avoid or limit the 
adverse effects of a defense economy 
upon the value of the dollar. Mr. Trott 
stressed the seriousness of the situation 
for those dependent upon fixed incomes 
from invested funds while the worker 
and farmer can more or less keep step 
with advancing price levels. 

After an exposition of inflation and 
the various forces which bring it into 
being and feed it, Mr. Trott outlined 
several remedies to stop inflation “in its 
tracks” as the only safe protection for 
trust beneficiaries. The government 
should make every effort to reduce non- 
defense expenditures; balance its budg- 
et or, failing that, finance the deficiency 
outside of the banks; foster the sale of 
defense savings bonds—at a higher in- 
terest rate perhaps to stimulate public 
demand—-; avoid a cheap money policy 
which may prove more expensive in the 
end; and return to a gold standard. 


The public can assist greatly in 


74A, 


‘ 


achieving currcncy stability, along with 
government policy, by refraining from 
competitive buying of a diminishing 
supply of consumer goods and by in- 
creasing its saWihgs for later purchases 
by investing inf§fense savings bonds or 
bank deposits . Trott declared. Re- 
straint on the t of labor leaders in 
avoiding new \g™e demands would be 
welcome, as ws moderation by con- 
sumers in reco@-e to installment credit. 
One small ray Jf sunshine is indicated 
by the estimatec. 8% increase in indus- 
trial production efficiency during 1950, 
almost three times the normal average 
increase of about 3%. Mr. Trott believes 
that, if continued, this new rate might 
permit us to reach the happy state where 
we could have both the traditional “guns 
and butter.” 

C. Francis Cocke, president of the 
A.B.A. and of the First National Ex- 
change Bank of Roanoke, presented a 
constructive program for cooperation 
between banking and trust departments. 


This is published at page 748. 













New Business Panel 


Strong audience participation gave 
evidence of keen interest in the panel 
discussion of “Trust New Business De- 
velopment.” No formal addresses were 
given by panel members, but with Rod 
Maclean, assistant vice president, Union 
Bank & Trust Co., Los Angeles, as mod- 
erator, the entire period was devoted to 
answering specific questions previously 
submitted under the general headings 
of Advertising, Public Relations, Soli- 
citation and Estate Analysis. 


For two and a half hours panel mem- 
bers and speakers from the floor dis- 
cussed the best answers to fifty ques- 
tions that provided a breakdown of the 
four major topics and held participants 
to specific and practical considerations. 
Among the questions on Advertising 
were: What type of mailing piece is 
the most effective? Which type of news- 
paper should carry trust advertising— 
metropolitan, local, periodicals? Should 
not more stress be placed on invest- 
ment ability since a recent survey show- 
ed that the majority of people feel this 
is the most important single service? 


Instead of saying, “Discuss your will 
with our trust officer and your at- 
torney,”’ wouldn’t it be more effective 
to say, “Talk over with your attorney 
the advantages of naming Bank of 
Slovenia?” All types of advertising 
media were discussed including televi- 
sion, and questions were asked about 
budgeting and about cooperation with 
the State Bar in advertising. 


The Public Relations breakdown 
stressed relations with attorneys and 
life underwriters, and sought to evalu- 
ate trust forums and follow-up tech- 
niques. One group of questions dealt 
with use of an “Attorney’s List.” The 
propriety of bank trust men carrying 
on private law practice and the effect 
of trust new business activity on the 
development of the bank department 
also came up for discussion. 

Under the head of Solicitation, initial 
contacts, “cold calls,” prospect records 
and size of estates on which to concen- 
trate all received attention. Question 
41 provided an emotional safety-valve. 
It was worded “For God’s Sake, how 
can I get my senior officers (and di- 
rectors and big stockholders) to bring 
people who are real trust prospects up 
and introduce them to the trust depart- 
ment?” 

The section on Estate Analysis was 
cut short for lack of time, but did get 
consideration of approaches concerning 
wills and the use of a will retention 


program. 
The Panel members were: Lloyd E. 
Graybiel, vice president, American 


Trust Co., San Francisco and member 
of the California State Bar; Henry A. 
Hendricks, vice president, National 
Bank of Commerce, Seattle; L. E. Town- 
send, vice president, Bank of America, 
N.T.&S.A., San Francisco; Robert D. 
Walker, vice president, Valley National 
Bank, Phoenix. 


Current Taxation 


Reviewing recent developments in the 
taxation of estates and trusts, Walter L. 
Nossaman, Los Angeles attorney and 
California legal editor for TRUSTS AND 
ESTATES, mentioned some of the unre- 
solved marital deduction matters affect- 
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ing testamentary trusts: Can the instru- 
ment deprive the widow of an income 
right (for example, income during pro- 
bate) which the state law would give 
her if the will were silent? Can bond 
premiums be amortized when the state 
law, as in California, declares they are 
not to be? Can stock dividends, which 
are income even under the Massachu- 
setts rule, be withheld from the widow? 
Can the sound provision for paying 
current expenses out of income be in- 
cluded if the state law apportions them 
between income and principal? 


Mr. Nossaman suggested caution in 
conferring “absolute” discretion on the 
trustee in principal and income matters, 
further commenting that if there is 
power to apply income or principal for 
the spouse’s benefit, its use should be 
so limited as to include no one else. 
There should be no express or implied 
authority to retain unproductive assets 
indefinitely. Again, it is preferable to 
grant the spouse the right to appoint 
any income accrued or undistributed at 
her death rather than passing it on to 
the next eventual interest. 


Citing the recent T.D. 5857 which 
holds that a six-months survivorship or 
common disaster clause does not dis- 
qualify a trust for the marital deduction, 
Mr. Nossaman pointed out that such 
clauses should nevertheless be carefully 
used in order not to lose a deduction 
otherwise obtainable. On this subject 
he concluded by referring to California’s 
marital exemption, as distinguished 
from deduction. 


Mr. Nossaman highlighted the 
changes made by the Revenue Act of 
1950 in regard to the three-year limita- 
tion on contemplation of death transfers 
(followed by California this year) ; 
elimination of estate tax deduction for 
support of dependents (the income tax 
deduction is assumed to continue, at 
least in California, citing Buck v. Mc- 
Laughlin, 48 F. 2d 135, MacMurray, 
16 T.C. 616); modification of the es- 
tate taxability of reversionary interests 
in life insurance; revision of tax status 
of charitable corporations and trusts; 
extention of the time for filing income 
tax returns by estates and trusts and 
provision for installment payments by 
estates; and redemption of stock to pay 
death taxes. 

After summarizing the principle 
features of the Powers of Appointment 
Act of 1951, Mr. Nossaman referred 
to a number of recent decisions, as fol- 


_ lows: 
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A partition of community property 
(Comm. v. Mills, 183 F. 2d 32), or its 
conversion into cotenancy (Rickenberg 
v. Comm., 177 F. 2d 114), even though 
the latter was in contemplation of 
death, involves no gift or estate tax 
consequences. The conversion of a joint 
tenancy into a tenancy in common, 
though in contemplation of death, gives 
rise to no estate tax problem (Sullivan’s 
Estate v. Comm., 175 F. 2d 657; Estate 
of Darby, 93 Cal. App. 2d 96). The ex- 
ercise by a California resident over a 
power (pre-1935) created under a 
foreign will is subject to inheritance 
tax (Estate of Newton, 35 Cal. 2d 830), 
abandoning the rule formerly prevail- 
ing. The new rule is apt to be followed 
elsewhere, particularly in view of Graves 
v. Schmidlapp, 315 U.S. 657, which rep- 
resents views now prevailing in the 
Supreme Court of the United States re- 
garding this problem. 


Investments 


Willis M. Holtum, supervisor of the 
City Mortgage Department of The 
Equitable Life Assurance Society of the 
United States in San Francisco, dis- 
cussed the management of real estate 
held as an investment. No release was 
made available on his remarks. 


A second panel discussion, very in- 
formal in nature, was conducted on 
Trust Investments by Mr. McHenry. 
His associates were J. A. Ducournau, 
assistant vice president, Wells Fargo 
Bank & Union Trust Co., San Francis- 
co; Lowell A. Kuebler, assistant vice 
president, Seattle-First National Bank; 
Harold M. Phillips, vice president, The 
First National Bank of Portland, Ore.; 
and Frederick M. Thieme, Jr., trust 
officer, Citizens National Trust & Sav- 
ings Bank, Los Angeles. 


Opportunities for developing pension 
and profit-sharing trust business were 
outlined by W. B. Dunckel, vice presi- 
dent, Bankers Trust Co., New York. 
His address is reported in this issue, at 
page 7957. 


Rearmament and Inflation 


Dr. Frank L. Kidner, Director of the 
Bureau of Business and Economic Re- 
search at the University of California, 
advocated a_ realistic, practical ap- 
proach to the fiscal problems inherent 
in our rearmament program superim- 
posed upon our full-employment econ- 
omy. There are two types of controls, 
direct and indirect, the former including 
administrative price, wage and material 


ST. HELENA 





One of the entertainment features of the 

Western Regional Trust Conference was a 

tour of the “Table Wine Center of the 

World,” the Napa Valley District outside 

San Francisco. The map above is reproduced 

from the cover of the souvenir booklet given 
to the delegates and their wives. 


controls and the latter relying primar- 
ily upon monetary and fiscal policies 
which tend to limit or minimize disloca- 
tions by allowing the relatively free 
exercise of economic forces. Dr. Kidner 
illustrated the folly of attempting con- 
trol by direct pricing and materials 
rationing while following inflationary 
easy money fiscal policies which aggra- 
vate the very conditions which the di- 
rect controls seek to curb. 


The government should, he contended, 
deal not with symptoms but with real 
causes, and in this manner interfere 
less with the operation of our enterprise 
system than by direct administrative re- 
strictions which involve grants of power 
greater than we care to see in the hands 
of any administration or agency. The 
experience through World War II and 
the postwar period has proven the wis- 
dom of facing hard facts and avoiding 
an “easy money” policy, Dr. Kidner 
concluded. 


Moral values transcend the profit 
contributions of trust departments to 
banking institutions, according to A. L. 
Mills, Jr., first vice president of The 
United States National Bank of Port- 
land, Ore. His remarks, which are ex- 
cerpted herein at page 761, brought the 
Conference to a close. 
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NEWS PARAGRAPHS... 


Trenary Renamed Head of 

New York Trust Division 

James M. Trenary, vice president, 
United States Trust Co. of New York, 
was re-elected Chairman of the Trust 
Division of the New York State Bank- 
ers Association at its Fifth Annual 





JAMES M. TRENARY WILLIAM T. HAYNES 


Trust Conference in Syracuse. William 
T. Haynes, vice president and secretary, 
Marine Midland Group, Inc., Buffalo, 
was re-elected vice chairman. Eighty- 
six banks from 37 communities in the 
state and two in Canada were repre- 
sented. 


Elected to the Executive Committee 
for three years were Norman H. Dro- 
sendahl, vice president, Manufacturers 
and Traders Trust Co., Buffalo; William 
H. Gambrell, vice president, The New 
York Trust Co.; and Frederick Hain- 
feld, Jr., vice president and trust offi- 


cer, Garden City Bank & Trust Co. 


The first portion of the morning ses- 
sion was given over to committee re- 
ports and these were followed by a panel 
discussion on “A Trust Investment Com- 
mittee in Action.” Participants were 
Adrian Massie, executive vice president, 
The New York Trust Co.; Berkeley D. 
Johnson, vice president, United States 
Trust Co.; John G. Ermaxtinger, vice 
president, Security Trust Co., Ro- 
chester; and William F. Staples, vice 
president, The Exchange National Bank 
of Olean. Concluding the morning pro- 
gram was an address on “The Prudent 
Man Consults a Stock Technician,” by 
Edmund W. Tabell, partner in Walston, 
Hoffman and Goodwin, New York. 

In the afternoon, Joseph Trachtman, 
New York legal editor of TRUSTS AND 
EsTATES, went into the question “Are 
You Doing All the Trust Business That 
You Can?” As the final item on the 
program State Senator MacNeil Mitchell 
took “A Legislator’s Look at Banking.” 

A further summary of the proceed- 
ings will be made later when the mate- 
rial becomes available. 
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Virginia Trust Committee’s 
Program 


The Committee on Trusts of the Vir- 
ginia Bankers Association, headed by 
Gorham B. Walker, Jr., trust officer, 
Lynchburg Trust and Savings Bank, 
held its organizational meeting in Char- 
lottesville October 19, and adopted the 
following program: 

1. Conduct a poll of member banks 
with trust powers to determine inter- 
est in and support for continuation of 
Trust School at Virginia Bankers Con- 
ference. 

2. Appointed a subcommittee to work 
with a committee of the Virginia Bar 
Association in the preparation of a bill 
containing desirable amendments to the 
inheritance tax laws to be introduced at 
the 1952 session of the General As- 
sembly. 

3. Voted to continue the annual meet- 
ing of Trust Men. 

4. Made plans to hold a luncheon for 
Virginia Trust Men at the ABA Mid- 
winter Trust Conference in New York. 

5. Recommended to the Committee 
on State Legislation of the Virginia 
Bankers Association that consideration 
be given to a bill designed to eliminate 
the present tax on bonds. 


A A a 
Texas Trustmen Elect Scott 


W. W. Scott was elected chairman of 
the Trust Section, Texas Bankers Asso- 
ciation, at its 30th annual meeting held 
in El Paso October 26-27. Mr. Scott, 





For the third consecutive year the Girard 
Trust Corn Exchange Bank, Philadelphia, 
has received the silver “Oscar for Industry” 
for the best annual report of any finaneial 
institution in the United States. No other 
bank in the country has ever been a three- 
time recipient. J. Malcolm Johnston, left, 
senior vice president of the bank, accepts 
the Award from Weston Smith, executive 
vice president of Financial World. 





who is vice president and trust officer 
of the State National Bank of the hog 
city, succeeds Clarence E. Sample, vice 
president and trust officer of Mercantile 
National Bank of Dallas. The program 
included the following addresses: 





Powers of Ap. ki 
pointment: Virgil 
Childress, Dallas 
attorney. 

How Vulner. 
able is Our Econ. 
omy?: Arthur 
A. Smith, vice 
president, First 


National Bank of 


W. W. ScotTrT 


Dallas. 

Internal Trust Operations: J. D. Buck- 
man, assistant trust officer. Fort Worth 
National Bank. 

Cooperation between Commercial and 
Trust Department: Gus Bianche, vice 
president, El Paso National Bank. 

Selling Trust Service: A. N. Me- 
Nickle, vice president, Fidelity Trust 
Co., Pittsburgh. 

Federal Estate and Gift Taxes: Whit- 
field J. Collins, Fort Worth attorney. 

Trust Investments: Charles W. Hamil- 
ton, vice president and trust officer, Na- 
tional Bank of Commerce, Houston. 


A A A 








University Workshop on 
Family Finance 


The summer workshop on Family 
Financial Security Education, operated 
under the auspices of the University of 
Pennsylvania, drew 39 educators from 
25 states for the six weeks of its 1951 
session. This is the second year of the 
workshop and shows a gain over the 
previous year when 32 students came 
from 21 states. The program includes 
lectures on economics, public finance, 
social security, insurance, budget mak- 
ing, home ownership, investments, sav- 
ings programs, borrowing and_ buying 
on credit, and financial planning. These 
lectures are supplemented by discus 
sions and “laboratory work,” and each 
student develops materials for teaching 
based on the needs of his own school 
and community. 





The students are teachers, supervisors. 
administrators and specialists in teacher 
education, and must hold a college de- 
gree and a full time position in school 
work. Lecturers and leaders were from 
the University’s Wharton School of Fi: 
nance and Commerce and the School of 
Education, supplemented by a coordina 
tor and curriculum specialists from 
other institutions. 
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BANK - TRUST COOPERATION 


C. FRANCIS COCKE 


President, American Bankers Association 


President, First National Exchange Bank, Roanoke, Virginia 


Y first experience in banking was 

performing legal services for the 
trust department of my bank. This in- 
sight into the advantages of a corporate 
fiduciary made me an ardent supporter 
of the trust department and its many 
activities. To me it began to be the 
major field of banking, and I was naive 
enough to believe that this department 
could operate without the cooperation 
of the other departments of the bank. 
Later I was to become the senior officer 
of our bank and responsible for its 
efficient and smooth operation. In this 
capacity I keenly felt the need for the 
cooperation of all officers and the co- 
ordination of every department of the 
bank. 

Let me assume for a moment that we 
would start today a new bank — well 
capitalized, with experienced officers, 
with fully equipped and staffed trust 
and commercial departments. I think 
under such ideal conditions you would 
have full cooperation between the com- 
mercial and trust departments. Both 
would be so keen to secure business for 
the new bank that they would work en- 
thusiastically together and take equal 
pride in whatever business was secured, 
whether it was trust or commercial ac- 
counts. Unfortunately, banks—and sub- 
sequently trust departments—do not de- 
velop that way. As a rule the trust de- 
partment came into an old, well estab- 
lished bank after a farsighted officer 
sold the board of directors on the sound- 
ness of the idea. Frequently, the older 
officers of the bank were so incrusted in 
their antiquated ideas of banking that 
they gave the new department no en- 
couragement, no help, and simply look- 
ed upon it as a new expense account of 
the bank to eat up its earnings. To them 
banking was merely making loans and 
the routine handling of checking ac- 
counts. 


From address at 25th Western Regional Trust 
Conference, Oct. 17, 1951. 
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As soon as the newness wore off, the 
trust officer found that the commercial 
bank officers looked upon him not as 
being a part of the bank itself, but that 
the trust department was something 
shoved off into a corner and that he 
would have to seek his own salvation. 
He developed an attitude that “My 
business is on a little higher plane than 
merely making loans and looking after 
the general routine of bank business.” 
He looked upon himself more in the 
capacity of an administrator or manager 
of an estate, and he created the impres- 
sion that it requires a great deal more 
intelligence and ability to carry on this 
type of work than to carry on the rou- 
tine banking business. These attitudes 
thus nurtured do not go to build a bank 
or a trust department. 


Another phase develops with the com- 
mercial bank officer—he feels that the 
new trust department does not have 
enough work to keep it busy, so if the 
bank has a problem with a sour loan, 
his first thought is “Let’s turn it over 
to the trust department to handle.” The 
new trust department also becomes the 
resting place for numerous other little 
jobs which banks do for customers— 
such as income tax returns, stock trans- 
fers, purchase of securities—for none 
of which the bank wants to charge its 
good customers. In this way the new 
trust department becomes cluttered up 
with a lot of unprofitable work. These 
services rendered without proper com- 
pensation to the trust department only 
add to the trust officer’s resentment to- 
ward the commercial department. 


Upon receiving authority from the 
Federal Reserve Board of the right to 
operate a trust department, the commer- 
cial officers, eager to obtain trust busi- 
ness, agreed to handle estates for en- 
tirely inadequate commissions, before 
consulting the trust officer. This, of 
course, was a result of a lack of under- 


standing of the nature and the element 
of time involved in the handling of this 
type of business. 


Trust officers have always looked 
upon good real estate loans as particu- 
larly attractive investments for trust 
funds. The lending officers of the bank 
likewise are always happy to have this 
type of loan in the bank’s portfolio. 
Does the trust department always get 
its full share? I am sorry to say that it 
does not. This represents another prob- 
lem in my own bank which I hope | 
have solved with the equities properly 
adjusted. 


Dual Relationship 


These problems emphasize the neces- 
sity for securing co-operation between 
the trust and the commercial officers. 
The trust officers and, for the most part, 
the commercial officers face internal 
problems which must be solved. 


Any bank which operates a trust de- 
partment faces a dual relationship, each 
part of which the law recognizes: 1) 
The confidential relationship which ex- 
ists between a bank and its customer; 
2) The confidential relationship which 
exists between the bank in a fiduciary 
capacity and a beneficiary. Both confi- 
dences must be respected—the bank as 
executor must not divulge confidential 
matter to the bank in its fiduciary ca- 
pacity. 

There are still some directors who are 
firmly of the opinion that a commercial 
bank should not engage in the trust 
business. It is the old story that you 
cannot serve two masters. The major 
objection is expressed in this manner— 
the bank is primarily interested in pro- 
tecting itself, and the welfare of the 
beneficiary is of secondary considera- 
tion. Such conflicts of interest can al- 
ways be equitably solved by the trust 
committee. 


TRUSTS AND ESTATES 
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Examples of Conflict 


A difficult situation may arise when 
there is conflict of interests between the 
bank as such and the bank as executor 
of an estate. For example, when the 
testator dies heavily indebted to the 
bank, many conflicts of interest may 
arise: and it takes wise counsel, clear 
thinking, and a strict sense of justice 
to hold the scales in perfect balance. 
Oftentimes in the protection of a fiduci- 
ary relationship, the bank as executor 
must act to the detriment of the bank 
in its commercial capacity. 


It is easy for a conflict of interests 
to arise between the bank and life ten- 
ants of a trust in connection with the 
investment of trust funds; the bank, 
being fearful of losses, is unwiling to 
pursue a liberal investment problem and 
thus take ordinary business risks. Life 
tenants very often criticize the bank for 
following an ultraconservative program 
which does preserve the principal for 
the remainderman, but at the expense 
of current income for the life tenant. 
I believe that this is a valid criticism. 
In my own bank, there has been a 
change in the investment program of 
our trust department: and I look with 
some pride on our more liberal invest- 
ment policy consistent, of course, with 
safety. There is risk attached to the 
policy. but the bank holds itself out 
as being able to render a superior in- 
vestment service for the beneficiaries. 
and thus must take some risks. 


When 


members 


the directors are acting as 
of the trust committee, they 
must act as trustees of the trust depart- 
ment and not in their capacity as di- 
rectors of the bank. This frequently 
brings a conflict of interests, but loyalty 
to its trusts must be exercised if the 
trust department is to fully shoulder its 
responsibility. In many banks the board 
of directors acts as the trust committee, 
a practice which in my opinion fails to 
eliminate this conflict of interests in 
making decisions. Let me emphasize the 
importance of appointing a trust com- 
mittee, so that there will be unques- 
tioned loyalty to trusts and estates. | 
strongly advise the publicizing of the 
trust committee in the bank’s statement 
of condition and in its advertising. 


Eliminating Non-Cooperation 


The real goal of banking is to bring 
all services of the bank to the attention 
of all the customers so that the bank 
can serve each customer to its utmost. 
With the attitudes above outlined. this 
goal can never be attained. How, then 
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can this problem of non-co-operation be 
solved? 

First, you must inculcate in the minds 
of all officers and employees, whether 
they work in the commercial or trust 
department, that the primary responsi- 
bility of each one is for the bank as a 
whole. You are working for one institu- 
tion. Each of its functions is important; 
and unless each department lives and 
grows, that particular one which is 
neglected will become a drain on the 
rest of the organization. 


Second, each officer and employee 
must be imbued with the fact that the 


customer is entitled to the best service 
the bank can render. 


Third, if a trust officer wants the com- 
mercial officers to become trust minded, 
he must remember that it takes patience 
to break down the natural department 
barrier and develop real co-operation 
between the two departments. I do not 
think it is particularly important what 
methods we use in reaching our goal 
so long as our actions are based upon 
the practical principles of human rela- 
tions. Three fundamentals—friendship, 
understanding, and confidence—are es- 
sential. 








e NEW BUSINESS CAMPAIGNS 


e ADVERTISING WITHOUT ABILITY TO DELIVER | 


e IS MISREPRESENTATION AND POOR BUSINESS 


laid” with sad results. 


712 Provident Trust Building 
Philadelphia 3, Penna. 





Whether the egg or the hen came first is unimpor- 
tant, but it is important that a bank be prepared to 
give good trust service before launching a campaign 
for new business. If the department is not equipped 
to deliver what has been advertised “an egg will be 


It has been demonstrated that small and medium 
size trust departments can handle all kinds of accounts 
satisfactorily, including the use of corporate securities 
(bonds, preferred and common stocks). 


Usually outside assistance of some kind is necessary 
where a bank’s own investment department is not 
feasible. Our Group Plan has filled this need ade- 
quately in many instances, and properly used will 
support the claim to give good trust administration. 


Address inquiries to our Philadelphia office. 


StrupLey, SHuPERT & Co. 


Investment Counsel 


24 Federal Street 
Boston 10, Mass. 
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From the standpoint of friendship, 
the trust officer must evidence a per- 
sonal interest in the commercial officer. 
This can be done by helping him with 
his own estate planning. Then show an 
interest in the problems which face him 
in his own department. The trust officer 
must be able to discuss these problems 
in the language of commercial banking. 
This means that the trust officer must 
have more than a casual knowledge of 
commercial banking. 


From the standpoint of understand- 
ing. the trust officer must tactfully strive 
to give the commercial officer in small 
doses some insight into the trust de- 
partment work. In this way the trust 
officer can create interest in his depart- 
ment; and once interest is created. then 
the task becomes easy. The commercial 
ofiicer will then begin to see the ad- 
vantages of trust operations; he will feel 
that he has broadened his knowledge of 
banking; and he will begin to tell his 
about the trust 
department. But trust administration is 
a specialized type of service. and the 
commercial officer is not by training 


commercial customer 


equipped to discuss details of estate 
planning. Here is where the trust officer 
must be alert to step into the picture 
as soon as any customer exhibits any 
interest in the trust department. 


From the standpoint of confidence. 
the commercial officer must have confi- 
dence in the trust officer and the job 
he is doing. Then he is ready and wil- 
ling to talk trust business to his cus- 
tomer and with the spirit of pride will 
turn him over to the trust 
solve his trust problems. Tactfully the 


officer to 


commercial officer can tell the customer 
the advantages of a corporate fiduciary 
in terms which the trust officer would 
modestly refrain from expressing. This 
is a mutual obligation. 


The trust department officers have 
their responsibility to the commercial 
department in the matter of developing 
opportunities for new business for the 
entire bank. The majority of contacts 
our commercial officers have with cus- 
tomers reveal some potential trust busi- 
ness; likewise, the majority of contacts 
with beneficiaries of estates and trusts 
reveal potential business for the other 
departments of the bank—a new ac- 
count, a loan, a safety deposit box. It 
is therefore the duty of the trust officer 
to be familiar with all the services. 


From the Top 


However, from my own observation 
something more is needed to put the 
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urge behind our drive for co-operation. 
This is where the head of the institution 
must shoulder his responsibility. It is 
up to this officer by his interest and 
careful planning to see that there is no 
let-up in the drive for co-operation. Both 
sides must be guided and encouraged. 
Recognition must reward accomplish- 
ments. 

In order to build up a working knowl- 
edge of the bank as a whole, I have two 
officers’ meetings every morning. The 
first—before the bank opens for busi- 
ness, our lending officers meet to review 
the notes made on the previous day 
and the notes due on the day of the 
review. One of the trust officers sits in 
at the meeting, so that our trust depart- 
with the 
bank is making. The second is at nine 


ment is familiar loans the 
o clock in my oflice; it lasts from fifteen 


to thirty minutes. At this meeting | have 

















Reprinted by special permission of The 
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present the executive vice president, the 
vice president in charge of the trust 
department, the cashier, and the vice 
president in charge of each department. 
Each officer is given the opportunity to 
tell this group what of especial interest 
is going on in his department. This 
keeps every senior officer in the bank 
fully advised of what is going on every 
day. It also gives each officer the op- 
portunity to pass on to the head of an- 
other department new business oppor- 
tunities or names of new prospective 
customers. 

In addition, we have a weekly meet- 
ing of all the trust officers with the 
senior executive and senior lending ofh- 
cers. The purpose of this meeting is to 
let the trust officers discuss estate man- 
agement problems. investments, or any 
other problems of peculiar interest in 
their department. These meetings also 
give the trust officers an opportunity to 
obtain outside points of view on the 
management of estates entrusted to their 
care. 


Profitability Possible 


The actual development of the trust 
business as we know it today started on 
a national 1890. Since it 
has reached its maturity and the realiza- 
tion of what can be done in this field, 
in the years ahead we should see an 


scale about 


expansion of its work. Our trust depart- 
ments are 
equipped to give the public the best 
obtain from any 
source. We have spent millions of dol- 


efficiently organized and 


service that it can 
lars in advertising and we have had per- 
sonal contacts with thousands of satis- 
fied customers, so the public should be 
well informed about the advantages of 
a trust department in the care of their 
investments and the management of 
their estates. However. | am concerned 
because our trust departments are not 
used by more people. 

The senior officers of many banks are 
indifferent 
because they believe trust business can- 
not be handled at a profit. During the 
growing period, when trust accounts 


to their trust department, 


were accepted for inadequate fees and 
trust departments were requested to 
handle the numerous jobs without com- 
pensation, trust departments in the ma- 
jority of cases were operated at a loss. 
Statistics show that in 1949 there were 
21%, times as many reasonably profitable 
trust departments as there were in 1936. 
Progress is being made. The more bank- 
that trust 

unprofitable, the greater 
progress we will make. It is not neces- 


ers believe business is not 


irremediably 


sarily true that a trust department must 
operate at a loss. If we have co-opera- 
tion from all the officers of the bank. 
it can and will be operated at a profit. 


A A A 


Arizona Bank Bulletin 
Marks Fifth Anniversary 


The October issue of Valley National 
Bonk’s monthly bulletin, Arizona Prog- 
ress, marking its fifth anniversary, an- 
nounced that circulation had grown from 
2,000 to 20,000, with one recipient even 
trying to pay for a subscription. “Our 
readers, bless their non-statistical 
hearts, have so far been most gracious,” 
says the editor. 

Commenting on the “Pinch-Penny” 
and “Drunken Sailor” schools of thought 
on the matter of taxes, the bulletin 
stated, “We belong to neither of these 
schools No one perhaps can de- 
termine when taxes are ‘too high,’ either 
mathematically or psychologically, but it 
is not unlikely that we have already 
crossed the Great Divide. Arizonans now 
pay out more in taxes than their entire 
earnings from all sources ten years 


” 


ago. 
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arris Trust and Savin gs Bank 


Organized as N. W. Harris & Co. 1882 
PERSONAL ano CORPORATE TRUSTS 


Incorporated 1907 


INVESTMENT - SAVINGS 


115 WEST MONROE STREET, CHICAGO 90 


Member Federal Reserve System 





Member Federal Deposit Insurance Corporation 


STATEMENT OF CONDITION 


SEPTEMBER 28, 1951 


RESOURCES 


Cash on Hand and Due from Banks $180,439,408.14 
U. S. Government Securities 193,174,404.18 
State and Municipal Securities 56,499,060.65 


Other Bonds and Securities 2,813,024.33 


Loans and Discounts 229,907,302.12 
Federal Reserve Bank Stock 750,000.00 


Customers’ Liability on Acceptances and 


Letters of Credit 1,761,097.45 


Accrued Interest and Other Resources 2,254,001.63 
Bank Premises 


TOTAL 


2,000,000.00 


$669,598,298.50 


LIABILITIES 


Demand Deposits $548,173,919.40 
Time Deposits 75,986,717.57 
Total Deposits $624,160,636.97 
Dividend Payable October 1, 1951 300,000.00 
Acceptances and Letters of Credit 1,761,097.45 
Reserves for Taxes, Interest, etc. 5,013,381.88 
Reserve for Vault Construction and 
Air Conditioning 126,884.10 
General Contingency Reserve 7,837,532.71 


Capital $ 10,000,000.00 

Surplus 15,000,000.00 

Undivided Profits 5,398,765.39 
Total Capital Funds 30,398,765.39 
TOTAL $669,598,298.50 


United States Government Obligations and Other Securities carried at $85,516,426 are pledged 
to secure Public and Trust Deposits and for other purposes as required or permitted by law. 


The basic policy of this Bank—in its Commercial Banking, Corporate and Personal Trust, Investment, 


Savings and other Departments—is to supply a complete, discerning and resourceful banking service. 


° e 
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Partnership 


HERE are two basic approaches to 

the way life insurance can be used 
to liquidate a partner’s partnership in- 
terest in the event of his death. One is 
the cross-purchase method, and the 
other, for want of a better name, we 
shall call the entity method. Until the 
Legallet* decision in 1940, most part- 
nership insurance was written on the 
entity basis. From that time until re- 
cently, most authorities have been 
strong advocates of the cross-purchase 
method. Currently there is a very defi- 
nite trend back to the old approach. 
What are the reasons? 


Let us assume the AB Grocery Com- 
pany, a 50-50 partnership of A and B. 
A and B agree that there is no good 
will in the business and that, if either 
dies,- his estate should receive the book 
value of his partnership interest. Under 
the cross-purchase method, A and B 
agree to buy the interest of the other, 
in the event of his death, for its then 
book value. In order to have the money 
to buy the interest without having to 
liquidate the business, each one pur- 
chases insurance on the other’s life. A 
applies for, owns, pays the premiums 
on, and is the beneficiary of, a policy 
on B’s life, and vice versa. Let us as- 
sume that $8,000 of insurance is issued 
on the life of each partner, and that on 
the date of death of the first to die, the 
partnership balance sheet is as follows: 


*Legallet, 41 B.T.A. 294 (1940). O’Neill and 
Legallet were equal partners. Each one applied for 
$25,000 life insurance on his own life, payable to 
his wife, reserving all incidents of ownership. Each 
partner paid half of the total premiums on the 
two policies without provision for adjustment of 
premiums at death. An agreement provided that if 
either died the survivor could buy his partnership 
interest and the insurance proceeds payable to the 
wife would apply on the purchase price. O’ Neill 
died at a time when his partnership interest was 
worth about $56,000. Legallet gave notes to 
O’Neill’s estate for $31,000 and received credit on 
the purchase price for the $25,000 life insurance 
proceeds which went to O’Neill’s widow. Legallet 
then sold some of the merchandise and accounts 
receivable of the partnership and tried to include 
the $25,000 of life insurance in his cost basis for 
income tax purposes. The Court held in favor of 
the Commissioner. Legallet could only include the 
$31,000 in his cost basis. 
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employee benefit 
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lications. He is a former chairman of the 
Los Angeles Bar Association Committee 


on Taxation and the Committee on 
Statutes of Limitations of the American 
Bar Association’s Section of Taxation. 














ASSETS 
Cash $ 1,000 
Accounts receivable 1,500 
Inventory 15,000 
Truck $2,000 
Less: Depreciation 1,500 500 
Furniture and 
Fixtures $2,500 
Less: Depreciation 500 2,000 
$20,000 
LiaBILITIES AND Net WortH 
Trade accounts $ 2,000 
Note to bank 2,000 
A’s partnership interest: 
Original investment $1,000 
Accumulated share of 
profits 6,000 7,000 
B’s partnership interest: 
Original investment $1,000 
Accumulated share of 
profits 8,000 9,000 
$20,000 


If A dies first, B will pay A’s estate 
only $7,000 for A’s interest and keep 
the other $1,000. If B dies first, A will 
pay the $8,000 to B’s estate and the 
agreement will in all probability give A 
some time in which to pay off the bal- 


ance. The surviving partner is given the 
right to buy the policy on his life from 
the estate of the deceased partner for 
its then cash value. 


Under the entity method, the partner- 
ship would apply for, own, and pay 
the premiums on $8,000 of insurance 
on the life of each partner. The benefi- 
ciary would either be the partnership 
or persons designated by the insured. 
If either died, it would be agreed that 
the surviving partner would own the 
entire business provided that insurance 
proceeds or cash or notes totaling the 
book value of the deceased partner’s 
interest were paid or made available to 
the persons designated by the insured. 
Practice varies between having the in- 
surance proceeds go to the partnership 
and then to the estate of the deceased 
or directly to the estate of the deceased 
or directly to individual beneficiaries 
named by the deceased. We are assum- 
ing here that the last method is used 
and that the proceeds go direct to the 
wife, if living, otherwise to the children. 


Arguments for Cross-purchase 


Method 


The arguments of those who favor the 
cross-purchase method are these. 
1. When B dies, his partnership in- 


terest becomes an asset of his estate. | 


a 


If no life insurance were involved, A | 


would buy this asset from B’s estate. 
The reason for the insurance is to give 
A the money with which to make the 
purchase. As A pays premiums, he is 
merely making advance payments on 
the purchase price. 

2. Any attempt to keep the partner- 
ship interest from going through normal 
probate in B’s estate may be challenged 
as a testamentary disposition. If under 
a will or the intestacy laws B’s estate 
would pass to persons different from 
the beneficiaries of the life insurance 
or the persons named in the agreement 
to receive the consideration, the «i 


TRUSTS AND ESTATES | 


ar! 
by 
est. 


ins 
the 
rec 
val 
wil 
a 
vol 
| 
the 
to | 
goe 
son 
hav 
for 
as | 
viv! 
be | 
litis 
pos 


e) 
4 
pos 
life 
on 

in | 
um: 
pair 
paic 
life. 
usec 
prov 
his 
on 

sub: 
on 

whe 
the 
$50 
inte 
effec 
of € 
hala 
as t 
ordi 
pene 
Inas 
will 
sets 
real) 
tory 
part 
wou 
neo 


deat 


T 
argu 
, 


and 


Noy 


1 the 
‘rom 
for 


ner- 

pay 
ance 
nefi- 
ship 
red. 

that 


ance 
the 
ner’s 
le to 
ired. 
> in- 
ship 
ased 
ased | 


sum- 
used 


the 


lren. 


P 
r the 


» in- 
state. 
d, A 
state. 
give 
. the 
ie is 


tner- 
rmal 
nged 
nder 
state 
from 
‘ance 
ment 
ntire | 


ATES 


the | 


- 


aries | 


arrangement would be open to attack 
by the persons entitled to inherit the 
estate. 

3. Even if the beneficiary of the life 
insurance is the wife and sole heir, in 
the event the amount of life insurance 
received is substantially less than the 
value of the partnership interest, the 
wife can claim that the agreement is 
a testamentary disposition and thus 
void, 

}. If, under the entity arrangement. 
the life insurance proceeds go directly 
to the wife and the partnership interest 
goes to the surviving partner, the per- 
sonal creditors of the deceased partner 
have no protection. They would there- 
fore go after the insurance proceeds 
as well as the business assets in the sur- 
viving partner’s hands. The result would 
be that the survivor would be faced with 
interruption, and 


litigation, business 


possible ultimate liability. 

5. If the entity approach is followed. 
A will not be able for income tax pur- 
the full amount of 
life insurance proceeds in his cost basis 
on the assets acquired. A could include 
in his cost basis the part of the premi- 
ums on the policy on B’s life which were 
paid by A. Assume that $1,000 has been 
paid in premiums on the policy on B's 
life. If the cross-purchase method were 
used. A collect the $8.000° in 
proceeds, pay it to B’s estate along with 
his note for $1.000 and his cost basis 
on the assets in the business would be 
substantially equal to the values shown 
on the above balance sheet. However. 
where the entity method is used. under 
the Legallet case. if A can only include 
$500 in the cost basis to him of the 
interest from B. then the 
effect would be to reduce the cost basis 
of each individual asset shown on the 
balance sheet by almost one-half. Then 


poses to include 


would 


acquired 


as the assets were sold, A would realize 
ordinary income or capital gain, de- 
pending upon the nature of the asset. 
Inasmuch as the sale out of inventory 
will be immediate and inventoried as- 
sets are not capital assets. A would 
realize ordinary income as the inven- 
torv turned over. In effect then. a good 
part of the life 
would become taxable to A as ordinary 


insurance proceeds 


income in the first year following B’s 
death. 
Arguments for Entity Theory 
The proponents of the entity theory 
argue as follows: 
1. This is a business transaction. A 
and B think of the liquidation insur- 
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ance as something connected with the 
parinership. Therefore, let the partner- 
ship buy the insurance as a regular ex- 
pense of doing business, even though 
the premiums are not deductible for in- 
come tax purposes. 

2. If the premiums are unequal due 
to a disparity in ages between A and B 
or because one is not as good an insur- 
ance risk as the other, the difference in 
cost should be borne equally by the 
partners. From a life insurance sales 
standpoint this eliminates the embar- 
rassing situation which faces the under- 
writer when one partner finds that he 


will have to pay more premiums than 


the other partner. The cross-purchase 
school answers this argument by saying 
that the one paying the higher premium 
is getting his money’s worth. Actuari- 
ally, his partner is going to die first. 
Therefore he will pay premiums for a 
shorter period of time, although in a 
larger amount each year. 

3. There is no testamentary disposi- 
tion of the partnership interest as ar- 
gued by advocates of the cross-pur- 
chase method. This is a contract for a 
third party beneficiary. There is more 
than a mere attempt to pass title to the 
partnership interest at death to the sur- 
viving partner. Consideration is found 








PRODUCTIVE DOLLARS FOR INDUSTRY 


AETNA INDUSTRIAL CORPORATION 


Announces Completion of the Acquisition of 


CHAMPLAIN SPINNERS, INC. 


Whitehall, New York 


—Through purchase of 98% of its common stock 
from over 600 stockholders 


* 


* 


Champlain Spinners, Inc. are long established manufac- 
turers of fine yarns embracing Spun Silk, Synthetics and 


Blends. 


Aetna’s plans for Champlain Spinners include 


acquisition of additional equipment to effect operating 
economies and for perfection of product; a designing de- 
partment to develop designs of fabrics as necessary to illus- 
trate styling and finished garments for the End Users of 
the Company’s manufactured yarns as a free aid and co- 
operation. The sales department will be enlarged to em- 
brace every possible market for Champlain Spinners’ yarns. 
A national advertising campaign is contemplated by the 
Company with emphasis on yarns made of nylon, orlon, 
and spun silk, as well as combinations and blends. 


* 


* 


Aetna Industrial wishes to retain Champlain Spinners’ 
highly efficient key operating personnel and all its big 
family of loyal employees. Champlain Spinners, Inc. em- 


ployment capacity is over 1200. 


* 


* 


Aetna Industrial Corporation, a well established operating- 
owner company, desires to acquire for cash additional 
sound, going businesses in other industries. Not less than 
$200,000 should be involved . . . preferably upwards of 
$1,000,000. We are not brokers ... we purchase for our own 
account only .. . decide quickly, appraise fairly, pay all cash 
promptly. Cunfidential negotiations assured. We also par- 
ticipate in... expand or reorganize businesses 


Address the Chairman of our Board, Mr. Walter W. Weismann, 
personally if you wish. 


Aetna Industrial Corporation 


ETM 565 Fifth Avenue, New York 
Saws PLaza 3-7870 


Capital Available—Over $5,000,000 











in the partners’ agreeing to continue to 
operate the business as partners and 
the fact that if the survivor had died 
first, the deceased partner would have 
benefitted. Furthermore, if the agree- 
ment is properly drawn, the benefici- 
aries of the life insurance will be the 
same persons as the heirs and they will 
therefore be estopped from objecting. 


4. The wives can be made parties to 
the agreement and at least morally, if 
not legally, estopped from objecting to 
inadequacy of price. Moreover, partners 
are interested in the welfare of their 
wives and families and they, as well as 
their attorney. will see to it that the con- 
sideration is fair. 


5. As a practical matter, partners 
who own a business and can afford to 
carry partnership insurance, do not die 
with unsatisfied personal creditors. The 
surviving partner assumes the partner- 
ship obligations and will pay them off. 
The deceased partner would normally 
have some other assets to satisfy his few 
personal obligations at death and if he 
were close to insolvency before death, 
the whole insurance program probably 
would have been dropped. As evidence 
of the validity of this reasoning, it is 
interesting to note that although part- 
nership insurance has been written on 
the entity basis for over 25 years, there 
is not one reported case in which cred- 
itors have attempted to attack the agree- 
ment, 


6. The supporters of the entity theory 
add the suggestion that if there is any 
serious question of challenge by credi- 
tors or pretermitted heirs, the estate of 
each insured can be named the benefi- 
ciary of the insurance policy on his life. 


7. It is easier to use settlement op- 
tions with the entity approach. Each in- 
sured can have the proceeds paid di- 
rectly to his wife and children under 
settlement options starting immediately 
at death. In a cross-purchase case, al- 
though settlement options can be used, 
there must be a waiting period follow- 
ing death during which the surviving 
partner can have the right to the pro- 
ceeds to satisfy his obligation to: the 
estate from which he is buying the in- 
terest. He then, with the executor’s ap- 
proval, can let the proceeds go under 
the settlement option to the wife and 
children. The advocates of the entity 
theory point out the difficulties of draft- 
ing a completely satisfactory agreement 
where settlement options are used in a 
cross-purchase situation. 


8. It is more difficult to answer the 
Legallet problem in the factual situa- 
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tion outlined above. One answer is that 
Legallet is the only reported case where 
the problem has been raised and there- 
fore, from the Commissioner’s point of 
view as well as from the taxpayer's, 
there are apparently few cases where 
the amount of the tax is sufficient to 
justify undue concern. Another answer 
is that Legallet will be limited to a case 
in which each insured paid all of the 
premiums on a policy on his own life. 
Furthermore, to the extent that assets 
are capital assets, the problem does not 
arise except in determining the amount 
of depreciation which can be taken or 
until a sale of the assets by the survivor. 
In addition, as will be pointed out later, 
if there are more than two partners, the 
problem can be deferred so long as any 
partnership exists. 


When to Use Entity Approach 


In the AB Grocery Company case, | 
remain a die-hard cross-purchase ad- 
vocate. It seems to me that the ad- 
vantages to the cross-purchase method 
far outweigh the disadvantages. How- 
ever, assume the ABCDEFGH Advertis- 
ing Agency, a partnership composed of 
eight partners. In this situation I would 
consider very seriously the use of the 
entity approach. There are several rea- 
sons for this apparent inconsistency. 


1. The mechanical problems are mul- 
tiplied with an increase in the number 
of partners. If cross-purchase is used, 
56 individual life insurance policies 
have to be issued. Each partner has to 
buy a policy on the life of each other 
partner. Any increase in the amount of 
insurance means issuing 56 more poli- 
cies. Any decrease means dividing 56 
policies and perhaps carrying part as 
personal and some as partnership in- 
surance. If a partner dies, his estate will 
own seven policies on the other part- 
ners lives. These cannot be assigned to 
partners other than the respective in- 
sured in each case without subjecting 
the proceeds to possible income tax lia- 
bility to the owner as a transferee for 
a valuable consideration. This 
that seven assignments have to be made 
to the respective insureds and 42 new 
policies issued to the remaining part- 
ners. A withdrawal of a partner or the 


means 


addition of new partners presents simi- 
lar troubles. 

Not only is all of this mechanical 
work expensive to the insurance com- 
pany and to the underwriter, it is time 
consuming, bothersome. and perhaps 
confusing to the partners, and multiplies 
the possibility of error. If the entity 
theory is used, only eight policies are is- 


sued originally. On the death of a part- 
ner, the entity remains as owner of the 
other seven policies and there is no 
assignment for a valuable consideration 
problem. 

2. There is no Legallet problem so 
long as a partnership entity remains in 
existence. The income tax cases are now 
clear to the effect that if the partnership 
entity continues, there need be no 
change in basis of the partnership as- 
sets, there is no new holding period as 
to specific assets, and the fiscal year of 
the partnership need not terminate 
upon the death of a partner. This means 
that until the final end of the partner- 
ship, no problem arises from not hay- 
ing an increase in basis by reason of 
receipt of the insurance proceeds. Theor- 
etically the last remaining partner would 
end up owning all the assets with a 
very low cost basis. The only way he 
could then get a new basis would be 
to die. However, as a practical matter, 
these large partnerships continue to take 
in new partners and the entity is car- 
ried on. 

3. In an advertising or other personal 
service partnership there is no inven- 
tory. Therefore, even if a Legallet prob- 
lem arises, it will only be when and if 
the capital assets are sold or it may 
possibly result in a change in depreci- 
ation deductions. 

4. With so many partners involved, 
no one is suffering or profiting very 
much by reason of a disparity in indi- 
vidual premium rates. The payment of 
premiums as a partnership expense is 
therefore more justifiable on equitable 
grounds. 

5. In a partnership of this type there 
is more likely to be a difference in the 
percergage of profit or percentage of 
ip by Further- 
ese percentages are subject to 


each 






owne! partner. 
more, 
constan™change as the shares of young- 
er pariners increase and those of older 
partner: decrease. If cross-purchase in- 
surance is used, the changes cause con- 
tinuous underwriting problems and pos- 
sible rewriting of the agreement. 

6. Frequently in a personal service 
partnership the use of partnership in- 
surance is for the purpose of funding 
not so much the purchase of the physi- 
cal assets of the business as of the de- 
ceased partner's intangible interest in 
the business—his right to share in the 
profits—good will in a non-technical 
sense, 


Factors in Choosing Method 
For purposes of illustration I have 


chosen two extreme cases, in each of 
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which the approach indicated is easy 
to justify. The situations where the 
choice is difficult fall between these ex- 
tremes. The following suggestions might 
be considered in each case. 


1. There is only one person both 
qualified and licensed to make the final 
decision—the attorney for the partner- 
ship. He is the one who must consider 
the effect of local law. He normally is 
more familiar with all the facts about 
the partnership than is anyone else. If 
he is not, he is best able to ascertain 
them. Having considered the facts and 
the applicable local law, he can then 
give proper weight to the many factors 
involved in making the final determina- 
tion. 

2. The number of partners should 
make a difference. The greater the num- 
ber of partners the more burdensome 
the 
cross-purehase insurance is used. 


become mechanical problems _ if 


3. The estimated life of the partner- 
ship as a partnership is important. 
Normally, the greater the number of 
partners, the greater is the probability 
that the partnership entity will continue 
after the death of a partner and in fact 
after the deaths of several partners. 

1. The nature of the partnership as- 
sets should be considered. The larger 
the amount of non-capital assets, the 
greater the tax risks if Legallet is ap- 
plicable and the stronger are the reasons 
for using the cross-purchase instead of 
the entity approach. 

5. The size of the partnership is an 
important factor. It is much less advis- 
able to run a tax risk if the amount of 
the potential tax is large than if it is 
small. Not only will the taxpayer suffer 
less. but the chance of the transaction’s 
heing questioned is materially reduced 
if not much money is involved. 

6. Of the 
local law on the question as to whether 


course, consideration of 
the agreement may be testamentary in 
character is vital. In those jurisdictions 
where entity agreements have already 
been held non-testamentary. there are 
obviously fewer risks involved. In other 
jurisdictions the hazard of predicting 
the outcome arises frém uncertainty as 
to how the case will come before the 
courts. If all of the equilies are with 
the creditors or the widow and against 
the surviving partner, there is obviously 
a greater chance that the court will seek 
a way to invalidate the agreement. 

7. The personal estate picture of each 
partner should be examined, particu- 
larly if the entity approach is to be 
used and the insurance proceeds are 


NOVEMBER 195] 


to go to named beneficiaries. Insofar as 
possible, it should be ascertained that 
the life insurance proceeds will actually 
be paid to the persons otherwise en- 
titled to inherit the partnership interest. 


&. The individual financial condition 
of each partner becomes a factor if the 
entity approach is to be used. If there 
is a chance that a partner will have 
personal creditors at death, the pro- 
ceeds should probably go to his estate. 


9. The relationship between the pur- 
chase price and the true value of the 
partnership interest is important unless 
a cross-purchase agreement is to be 
made. If the agreed price is or may be 
far below the true value, the chances of 
attack by the heirs and creditors are 
increased. If the purchase price greatly 
exceeds the true value and the insurance 
proceeds go to certain named benefici- 
aries. other heirs and injured creditors 
would certainly be tempted to object. 


10. In all cases and under all cir- 
cumstances it is advisable to have the 
written approval of the agreement by 
the partners’ wives. In some situations 
this is valuable from a legal standpoint. 
But in all cases there is obviously less 
chance that a widow will question the 
arrangement if she knows all about it 
beforehand. If a wife refuses to sign, 


' 


TEE ass 
Pe) Ss nue 2 Bos 





Trust Department— Santa Barbara Branch 


WE take pride in our ability to provide 
staff, facilities, vaults, quarters and equip- 
ment capable of handling estate and 


trust affairs of any size. 


TRUST DEPARTMENT 
Largest Trust Business in the West 


it affords an immediate opportunity to 
find out the reasons. 

11. If the entity approach is used, 
the effect of the cash value of the policy 
on the deceased partner’s life and the 
addition of the proceeds to the book 
value of the partnership assets should 
be considered in arriving at the pur- 
chase price of the deceased partner’s in- 
terest. 

12. If the entity theory is followed, 
care should be taken to be sure that 
the concept is not carried to the point 
where the partnership may be taxable 
as an association. 

13. Consideration should always be 
given to the use of a trustee in a busi- 
ness purchase case. However, a trustee 
can be used successfully and easily in 
either the cross-purchase or entity situa- 
tion, and its use would not materially 
affect the other factors. 

I have refrained from using footnote 
references to support my conclusions. 
For those interested I suggest the fol- 
lowing bibliography: 


Books 


White—‘Business Insurance.” 
tice-Hall, Inc. pp.. 423.—$6.00. 
Laikin—*“Death, Taxes, and Your Business.” 
(1948), Fiduciary Publishers, Inc. pp. 79.— 
$1.75. 


(1949), Pren- 
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STOCK FUND 


A Diversified Investment 
in Listed Companies 


* 


THE LOW PRICED 
STOCK FUND 


* 


THE GENERAL 


BOND FUND 


A Good-Grade 
Diversified Bond Fund 


* 


THE INSTITUTIONAL 
BOND FUND 


A High-Grade Bond Fund 
* 
GROUP SECURITIES, INC. 


Incorporated 1933 


For Prospectus on these and 
17 Industry Classes write to 


DISTRIBUTORS GROUP, 


INC. 
63 Wall Street, 
New York 5, N. Y. 





Hirst—“Business Life Insurance and Other 
Topics.” (1949), State Farm Life Insurance 
Co., State Farm Insurance Bldg., Blooming- 
ton, Ill. pp. 165. No charge to attorneys. In- 
cludes R & R Tax Handbook, pp. 38. 


Miller—‘*A Compendium of Business Insur- 
ance Agreements.” (1951), The Insurance 
Research and Review Service, Inc. pp. 456.— 
$12.50. 


“The Beneficiary Under Life Insurance.” A 
symposium edited by David McCahan. Univ. 
of Penn. Press, pp. 244.—$3.50. 


Articles 


Non-professional Partnerships 


LecaL PrRoBLEMS 


Davis—‘“Life Insurance and Business Pur- 
chase Agreements.” (1949), National Life 
Insurance Company of Vermont, pp. 69.— 
$1.50. 

Henry—“Legal Questions Involved in Busi- 
ness Insurance.” (1951), Equitable Life 
Insurance Company of Iowa, pp. 45. 


Forster—“Legal, Tax, and Practical Prob- 
lems Under Partnership Purchase and Sale 
Agreements Coupled with Life Insurance.” 
19 So. Cal. L. Rev. 1, Sept., 1945. 


Lawthers and Forster—“Business Purchase 
Agreements.” New England Mutual Life 
Insurance Company, Boston, Mass. (1950). 


INcoME TAX PROBLEMS—GENERALLY 


Rabkin—“Symposium on the Tax Problems 
of Partnerships.” Ninth Annual Institute 
on Federal Taxation, New York University, 
601, (1951). 


Forster—*Tax Problems Resulting from the 
Death of a Partner.” Proceedings of the 
Second Annual Tax Institute, University of 
Southern California, School of Law, 103, 
(1950). 

Income TAX PropLtemMs—INsuRANCE USED 


Thompson—“Life Insurance and the Federal 
Income Tax.” 21 Tenn. L. Rev. 840, (1951). 


Forster—19 So. Cal. L. Rev. 1, supra. 


Professional Partnerships 


Davis—“Liquidating Agreements for Per- 
sonal Service Partnerships.” The Journal of 
the American Society of Chartered Life 
Underwriters, Dec., 1946. 


Schiller—“The Lawyer’s Dilemma.” 24 
Taxes, The Tax Magazine, 837, Sept., 1946. 


Voegelin—*‘Payments to Deceased Partners’ 
Estates—A Warning to Law Partners.” 25 


L.A. Bar Bull. 3, Sept., 1949. 
Annual Tax Institute, 


Forster—Second 


supra. 
Viscellaneous 


Data published by life insurance companies 
containing forms and discussions. 

The 
vice, Inc. 


The Diamond Life Bulletins. 


Insurance Research and Review Ser- 


Prentice-Hall, Life Insurance Service. 


Commerce Clearing House, Life Insurance 


Service. 


Insurance Most Widely Used 
Form of Thrift 


Life insurance was the form of thrift 
most widely used by American families 
last year, the Institute of Life Insur- 
ance reports. Practically all families 
which added to savings in the year put 
some money into life insurance premi- 
ums. The second most widely used thrift 
medium was employed by fewer than 


. Chief Media Used 
By U. S. Families to Add to 
Their Savings During 1950 


Percent of Total Families 
Using Each For the Year's 
Increase in Savings 


et .. 
24% oow, i 


Through Increase Payoff Home Debt 
Life in Liquid in Home Improve- Reduc- 
Insurance Assets Mortgages ments tion 


INSTITUTE OF LIFE INSURANCE 





half as many families as in the case of 
life insurance. 

These facts are shown in the prelim- 
inary data made available to the Insti- 
tute by the Survey Research Center of 
the University of Michigan from the 
annual survey of finances 
made for the Federal Reserve Board. 


consumer 


In 1950, the survey shows, 77 per 
cent of all families added to their net 
worth through contractual savings, in- 
cluding life insurance. In the same year. 
72 per cent of .all families put some 
into lifeg insurance. The other 
categories are s@pwn in the chart. The 


money 











average net sa¥fig of all families was 
$270 in 1950, * 


. ; 
previous year. — 


50 per cent from the 


Funds for 
ye Money 


Pension fun@#fepresent an outstand- 
untapped money pools 
to finance Aubrey M. Costa, 
president of the Mortgage Bankers As- 
sociation of America, told the Dallas 
Real Estate Board month, Mr. 
Costa, who is president of the Southern 
Trust & Mortgage Co., stated that a re- 
cent meeting in New York with several 
pension funds officials indicated that 
before too long they would be purchas- 
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Opportunities for Banks in 


Pension Trust Business 


Vice President, Bankers Trust Company, New York 


EFORE entering the pension and 

profit-sharing business, or before 
expanding an organization to develop 
additional business, a bank can make 
a survey to appraise its prospects in 
this field. The study would normally 
start with a review of the bank’s cus- 
tomers and of plans they may already 
have in effect. This can be later ex- 
tended to include non-customer pros- 
pects in its area. But while it has been 
possible in the past for a bank to build 
up profitable pension and profit-sharing 
business outside of its customer group, 
increased competition for this business 
makes me believe that the backlog of a 
bank’s pension and profit-sharing busi- 
ness should in the future be expected 
to flow primarily from customers. 

A prerequisite for actively soliciting 
pension business is to have a pension 
plan for your own bank. How are you 
going to persuade a client that a plan 
is a wonderful thing for his organiza- 
tion unless you have one for yours? 
And even if your client is forced into 
a pension plan for competitive or other 
reasons, won't he prefer to have his 
plan handled by a bank which has 
worked out its own pension problem? 


Background Needed 


We had our first experience as trustee 
of a pension plan nearly twenty years 
ago. It soon became clear that we had 
to designate someone and make it his 
job to learn all he could about the busi- 
ness. So in 1937 we created a pension 


_ division consisting of two people. It 


has since grown to sixty. 


This point cannot be stressed too 
strongly. It is essential to have at least 
some one person in your bank equipped 
to talk intelligently to your clients about 
their employee-benefit plans, and who 
will be able to guide and assist them 
in establishing a plan. To acquire the 
necessary knowledge involves study of 
existing plans, trends in new plans, tax 
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law, actuarial methods, operating de- 
tails and, above all because it is the 
primary job of a pension trustee, knowl- 
edge of the investment problems pecu- 
liar to pension funds. 


This background cannot be acquired 
in a matter of weeks or months nor by 
reading published material. While there 
is available today a pretty good biblio- 
graphy on the subject in general, there 
is very little or nothing written, at least 
in layman’s language, on actuarial meth- 
ods or operating details. This knowledge 
must be based on a certain amount of 
practical experience. It is not absolutely 
necessary to know how to calculate the 
cost of a pension plan, but you should 
be familiar with the methods and tables 
used in order to compare various types 
of plans for your client. For this and 
operating details, you will have to talk 
to a friendly pension actuary or one of 
your large correspondent banks active 
in the pension field. 


Some banks have been hiring special 
personnel from the outside to head up 
their pension and profit-sharing work. 
The bank may be required to do plan 
research work for customers, to make 
actuarial studies, to spend long hours 
working over the terms of a plan. This 
will represent a sizable investment in 
time. It usually requires a supporting 
organization for the pension expert who 
may be hired. In addition, a certain 
amount of this work will not be pro- 
ductive of business. Only banks with a 
very extensive list of good prospects 
should undertake to establish a new 
division to advise and to render a com- 
plete service on pension and profit-shar- 
ing plans. 

A certain amount of pension and 
profit-sharing business will naturally 
gravitate from banking customers if 
you are willing to handle the business. 
These customers will adopt such plans 
irrespective of any selling effort on the 
bank’s part. This kind of business will 
require the very minimum of develop- 
ment expense. Presumably, the customer 


will have had good counsel and the 
trust agreement will be in workable 
form when presented to the bank. If a 
bank, as a result of its study, can anti- 
cipate a sufficient volume of this busi- 
ness, it can restrict its organization to 
an administrative and investment oper- 
ation and can earn a satisfactory return 
at current fees. A number of banks re- 
ceived their start in this field by busi- 
ness handed to them by customers in 
this manner. 


Compromise Approach 


There is, however, an approach to 
the development of new business which 
is a compromise between merely accept- 
ing and handling the business offered 
by customers, and developing a well- 
rounded pension division to advise cus- 
tomers. It involves the bank in materi- 
ally less expense. One or more members 
of the trust department can, as sug- 
gested, acquire sufficient background to 
discuss the subject generally. This per- 
sonnel would obviously not be in a posi- 
tion to advise customers on technical 
phases, and it is important that they 
recognize this fact. These persons could 
arouse an employer’s interest in investi- 
gating the subject further. They would 
then provide the names of carefully se- 
lected pension consultants who could 
carry through with the more technical 
phases of the work. 


The better pension consultants are 
only too glad to work with banks, and 
they frequently are willing to have dis- 
cussions with your prospective cus- 
tomer. A few banks have retained actu- 
aries at their own expense to make cal- 
culations in the development of new 
business for the bank. The actuaries 
have been willing to charge something 
less than their regular rates on the 
chance that they may eventually be re- 
tained by the employer on a permanent 
basis if the plan is adopted. 


Unless a bank can anticipate a sub- 
stantial amount of pension and profit- 
sharing business, it would be well to 
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proceed cautiously and carefully, and 
limit its investment in additional organ- 
ization and new business effort. I sus- 
pect that there are not too many pen- 
sion divisions in banks that are cur- 
rently earning their expenses, and that 
perhaps some banks have overestimated 
the potential earnings in this business. 
Fees are low and geared to volume 
business. 


Field for Trusteed Plans 


The field of the bank-trustee is in 
three general types of benefit plans 
(1) the funded type where contribu- 
tions are made to a trust and invested 
by the trustee, (2) the pension plan 
under which a trust is created to hold 
individual insurance or annuity con- 
tracts, and (3) the profit-sharing plan 
in which the trustee invests the funds 
and maintains individual accounts for 
the employees, which are distributed in 
installments or in a lump sum at some 
future date. 

The funded pension plan is generally 
suitable for companies where 250 or 
more employees will be covered. If 
there are fewer employees, the actuarial 
base becomes somewhat small and vari- 
ations from the actuary’s predictions 
may be wide. For this type of plan, you 
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will be in competition not only with 
other banks, but also insurance com- 
panies with their wide resources and 
expert knowledge of the field. The suc- 
cess that banks have had may be laid 
to low cost for the trustee plan and 
great flexibility in operation and invest- 
ment policy. It is in this type of compe- 
tition that all-around actuarial and in- 
vestment knowledge counts. 


Savings Pension Plan 


A variation of the funded pension 
plan is the Savings Pension Plan. It has 
the advantage of being suitable for a 
small number of employees at no actu- 
arial risk; its installation requires no 
very specialized knowledge on the part 
of the trustee or the employer; and it 
dispenses with the need of actuarial cal- 
culation. 


The Savings Pension Plan is operated 
in a manner very similar to that of a 
profit-sharing plan, except that the 
amount of contributions which the em- 
ployer makes each year does not vary 
with his profits. The employer agrees 
to contribute a fixed percentage of the 
salary of each participating employee, 
who may also make contributions. In 
addition, the employer may make a past 
service contribution which is a fixed 
percentage of each employee’s compen- 
sation multiplied by his years of past 
service. An account is maintained for 
each employee to which is credited the 
contributions plus earnings on the pen- 
sion fund and also any forfeitures. At 
the time the employee retires, the 
amount accumulated in his account is 
used for the purchase of an annuity, or 


is paid either in a lump sum or in in. 
stallments over a period of years. 

This Plan will provide the employer, 
the trust and the employee with the same 
tax advantages as the orthodox pension 
plan. The employee can see the year to 
year growth. of the funds which are be. 
ing set aside for his retirement. On the 
other hand, the plan has a disadvan. 
tage, in that the employee does not have 
the advance assurance of a determin. 
able amount of pension. 


Other Types 


The second type, that is, the pension 
plan involving a trust which holds indi- 
vidual insurance or annuity contracts, 
is generally used only where a small 
number of employees is involved and 
consequently a pension trust or group 
annuity plan is not feasible. The ad- 
vantage of this type is that the details 
of the plan are usually worked out en- 
tirely by the insurance agency selling 
the policies, and that little or no de- 
velopment expense falls on the trustee. 
However, we have not found this type 
of business very profitable, as the fees 
are generally too small to make up for 
the fact that most of the operating and 
administrative details eventually seem 
to fall on the trustee. Nevertheless, such 
trusteeships must be accepted as a ser- 
vice to employers who are customers. 

The third type, the profit-sharing 
plan, is adaptable to a company of any 
size. For a small company, or a com- 
pany in a cyclical business. it is ad- | 
vantageous because it has no actuarial 


features and requires a_ contribution 
only in those years in which a profit is | 
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made. It can serve to a limited extent as 
a substitute for a pension plan. It can 
provide that the employee’s share will 
be accumulated until retirement and 
then paid in a lump sum, in install- 
ments, or used to purchase an annuity. 
Profit-sharing trusts are attractive 
business especially for a bank which de- 
cides that it does not want to enter ac- 
tively into the pension field. The plan 
can be simple, as it is only necessary 
for the company to arrive at a formula 
whereby a certain portion of its profits 
are set aside in trust each year, and to 
state that these profits will be allocated 
among its eligible employees in propor- 
tion to their salaries or wages, or in 
accordance with one of the other stand- 
ard allocation methods. No very special 
knowledge is required to solicit such a 
plan, no actuary is necessary, and only 
a few tax regulations have to be ob- 
served. The only special duty of the 
trustee, beside that of investing, is the 
maintenance of an individual account 
for each employee. Generally such a 
trust can be easily fitted into the rou- 
tine operations of a trust department. 


Getting the Business 


\ssuming that your bank has some- 
one versed in pension planning and 
profit-sharing, how do you go about 
best using his talents in developing the 
business? In our bank, we obtained the 
the officers 
handling our corporate accounts who, 


complete cooperation of 
after all, are the ones who have close 
contact with our corporate customers. 
We talked to these officers individually 
and in meetings in which we explained 





what we wanted of them and what the 
Pension Division was equipped to do 
for their clients. They liked the idea, 
not only because it gave them another 
string to their bow in talking to cus- 
tomers, but also because a trustee rela- 
tionship of this character ties them 
closer to the bank. Consequently, our 
officers talked pension and profit-shar- 
ing plans to our customers, and when 
interest was encountered, would en- 
courage a meeting with one of our pen- 
sion officers. From this cooperation have 
come many important trusteeships. Per- 
haps pamphlets won’t hurt, but they will 
never take the place of direct contact. 

A few of the large banks in New 
York and possibly in other areas, which 
have developed large organizations for 
the handling of pension and profit-shar- 
ing plans, have offered their corre- 
spondents the benefit of their actuarial 
facilities to make cost calculations. 
While we offer this facility, we don’t 
consider it always the best procedure 
either from the standpoint of the corre- 
spondent bank or the employer. A cer- 
tain technical know-how is required to 
put a plan together and to use the actu- 
arial figures that are prepared. If the 
correspondent bank itself cannot pro- 
vide this background. a_ consultant 
should be retained to fill this void. Con- 
sulting and calculating work is not in- 
expensive, but it is important in the 
formulation of a good plan, and the 
calculating work must be done before 
any plan can be qualified as tax-exempt. 
Insurance companies make cost calcula- 
tions free of charge. and perhaps you 
would find it advantageous to enter 
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into a retainer arrangement with an 
actuarial firm. 


After the plan is in operation, the 
primary job of investment begins. Need- 
less to say, if the trustee is going to 
follow accepted practice and purchase 
a diversified portfolio of electric and 
gas utility, telephone and industrial 
bonds and a group of common stocks, 
expert investment knowledge will be 
necessary. You will report at least an- 
nually on your investment operations to 
the company sponsoring the plan, and 
directors can be critical, or questioning. 

While there are pitfalls in this pen- 
sion and profit-sharing business, and 
you should not be lured into it without 
adequate surveys and preparation, there 
is a place in it for your trust depart- 
ment, be it large or small. 


A A A 
North Carolina Trusts Up 


A rise of more than 25 per cent in 
trust assets administered by state banks 
in North Carolina is reported by the 
Commissioner of Banks. At December 
30, 1950, the total stood at $267,528,865, 
compared with $211,597,073 at the 
previous year-end. 

Gross trust department earnings also 
showed a substantial gain from $1,145,- 
335 in 1949 to $1,386,459 last year. 
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Iowa Bar Head Urges Use 
of Corporate Fiduciaries 


The use of corporate fiduciaries 
should be encouraged by the bar with 
the thought that if their volume of 
business is built up and public confi- 
dence increased, any objections to trust 
institutions will be minimized. This was 
the theme of the remarks by Ingalls 
Swisher of Iowa City, president of the 
Iowa State Bar Association, before the 
third annual conference of the Iowa 
Corporate Fiduciaries Association, held 
October 10th in Des Moines. Declaring 
that the officers and board of governors 
of his association desire to do every- 
thing in their power to promote good 
relations with the banking fraternity, 
Mr. Swisher indicated that an agree- 
ment as to rules of conduct of their re- 
spective businesses might well be en- 
tered into by the bar and fiduciaries 
associations. A better relationship be- 
tween the two groups would tend for 
better public relations for both, he 
said. The only objection to corporate 
fiduciaries which Mr. Swisher has en- 
countered in his travels over the state 
is the fear that the banks will not retain 
the will draftsman as attorney for the 
estate. This fear is unfounded, he stated, 
as his experience is that the banks are 
more than willing to employ the lawyer 
of the testator or of the family’s choice. 


Lawyers should be very reluctant to 
accept fiduciary appointments, Mr. 
Swisher remarked, and it is unwise to 
impose the responsibilities of that office 
upon one’s friends who may ultimately 
be inadequate or unqualified to handle 





the responsibilities. One specific area of 
cooperation cited by the bar leader was 
sponsorship of the prudent man rule of 
trust investment and improvement of 
probate statutes. 

The trustmen elected J. M. Hutchin- 
son president of the association for the 
coming year. Mr. Hutchinson, who is 
executive vice president of the Daven- 
port Bank & Trust Co., succeeds Clyde 
H. Doolittle, senior vice president of 
lowa-DesMoines National Bank. The 
newly elected vice president is H. L. 
Johnson, vice president and trust officer 
of Security National Bank of Sioux 
City; while H. W. Braack, vice presi- 
dent and trust officer of Davenport Bank 
& Trust Co., takes over as secretary- 
treasurer. 

Other items on the program included 
an address from the recently elected 
president of the American Bankers As- 
sociation Trust Division—Joseph W. 
White, vice president of Mercantile 
Trust Co., St. Louis; comments on new 
trust possibilities by Leo V. Harnden, 
second vice president of Continental 
Illinois National Bank and Trust Co., 
Chicago; discussion of problems in 
joint tenancy by Loyal E. Keir, Des 
Moines attorney; and a forum on new 
money trust investment, with John W. 
Dooley of the local office of Merrill 
Lynch, Pierce, Fenner & Beane, Samuel 
H. Rogers, vice president of North- 
western National Bank of Minneapolis, 
and Arthur H. Keyes, assistant vice 
president of lowa-Des Moines National 
Bank. The dinner speaker was Thomas 
H. Beacom, vice president of The First 


National Bank of Chicago. 


Session of the Trust School at the Virginia Bankers Conference held at the University 
of Virginia, August 27-30. Courses covered principles and policies of trust department 
operations, trust administration, investments and taxes. Jesse M. Barrett, trust officer, 
Colonial American National Bank, Roanoke, was in charge. Faculty included Jack H. 
Baskerville, vice president and trust officer, First and Merchants National Bank, Richmond; 
Gilbert T. Stephenson, (shown above) formerly director of trust research, Graduate School 
of Banking; T. Kenneth McRae, vice president First and Merchants National Bank; 
William L. Zimmer, attorney, lecturer on federal taxation, University of Richmond Law 
School. Thirty-two attended the School. 
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Unauthorized Practice Study 
Released 


The need to protect the public against 


unauthorized practice of law and the 
work of the legal profession to that end 
are set forth in a report, released re- 
cently, prepared by Edwin M. Otter- 
bourg, New York attorney, for the Amer. 
ican Bar Association’s Survey of the 
Legal Profession. The article, entitled 
“A Study of Unauthorized Practice of 
Law,” appears in a special issue of the 
Unauthorized Practice News. 


Mr. Otterbourg calls today “the Paper 
Age” because of the many forms, cer- 
tificates and other legal papers closely 
related to every person’s life. Much legal 
work goes to business concerns, he says, 
because their advertising causes the pub- 
lie to think they will give legal advice or 
services as “merely incidental adjuncts 
to the business services to be purchased.” 


The offending advertisers, according to 
Mr. Otterbourg, claim that they are “ex- 
perts” or “specialists” and know the law 
in their field better than lawyers. The 
courts, however, Mr. Otterbourg finds 


after reviewing the cases, regard unau- | 
thorized practice of law as “a menace 


to the public and to the administration 
of justice, and have sought to prevent 
it, not in the selfish interest of the bar 
but as sound public policy.” 

Sporadic prosecutions are not enough, 


he says. In recent years national confer- 
ences between American Bar Association 


representatives and those of various lay | 


organizations such as the trust compan- 
ies or the realtors have been held. “‘State- 
ments of Principles” are worked out in 


these sessions as guides for recognizing | 


and avoiding unauthorized practice of 
law. The integrity of the 
groups and the importance of their func- 
tions are not questioned. 


In addition to framing and enforcing 
“Statements of Principles,” the American 
Bar Association recommends improving 
of the specialized education of lawyers 
and making the public aware of the ad- 
vantages of using lawyers for legal mat- 
ters. 

Copies of the report may be obtained 
at $2.00 each from Warren H. Resh, State 
Capitol, Madison 2, Wis., Editor, Un- 
authorized Practice News. 


A A A 
No Inflation Without War 


Confidence that inflation could be 
avoided if war does not develop, was 
expressed by Dr. Marcus Nadler of New 
York University at the Kentucky Bank- 
ers Association’s convention last month. 
With the rearmament program, business 
will remain at a high level but commod- 
ities, except meat and metals, are in 
good supply and the productive capacity 
of the country continues to grow, Dr. 
Nadler remarked. 
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Trust Department Values - 


MORAL AS WELL AS PROFIT BENEFITS TO THE BANK 


A. L. MILLS, Jr. 


First Vice President, United States National Bank of Portland, Oregon 


ALUE in the case of a bank’s trust 
V department means the extent that 
the trust department contributes to the 
utility and profit of the bank—and—vice 
versa. According to statistics of the Fed- 
eral Reserve Bank of San Francisco re- 
specting earnings of Member Banks hav- 
ing deposits over $275,000,000, the 
earnings of trust departments are lump- 
ed into a category entitled “All Other 
Earnings.” As regards branch banks, 
they have ranged from 10.7% of Total 
Earnings in 1946, to 8.3% in 1950, 
and as to unit banks from 12.7% in 
1946 to 15.8% in 1950. Even where 
trust department earnings may not ex- 
ceed one-half of these “Other Earnings,” 
it is apparent that they make a very 
valuable contribution to the total earn- 
ings of their banks—a _ contribution 
which is certain to grow as our region 
gains in wealth and importance. Profit 
however, is only one measure of value. 

Many trust companies have no com- 
mercial bank affiliation, and many of 
the nation’s most respected commercial 
banks originated as trust companies. 
This demonstrates that trust functions 
have a public value in their own right, 
though the drift has been toward trust 
company commercial bank alliances. 
This civic and indirect value transcends 
the profit yield in importance and is 
recognized in the high degree of auto- 
nomy exercised by trust departments, 
which is unknown to any other banking 
departments. 

A commercial bank is contractually 
liable to repay its depositors all money 
deposited in its custody. This is logical 
and equitable since through the right 
to employ depositor funds for its own 
corporate earning advantage, it has the 
means for producing shareholder divi- 
dends and for recovering losses arising 
out of loan and investment activities. 


On the contrary, a trust department 
is not held liable—except for negligence 
—for losses incurred in the administra- 


From address before Western Regional Trust 
Conference, October 1951. 


NoveMBER 1951 


tion of trusteed property. This limited 
liability is also proper, for trust depart- 
ment earnings are restricted to the in- 
come received from fees. In conse- 
quence, even though the volume of as- 
sets controlled may be comparable, a 
lower ceiling is placed on the earning 
power of a trust department than on 
that of its parent commercial bank, for 
obviously fees cannot take more than 
a fraction of the income of each trust. 


However, the lesser inherent earning 
advantages of a trust department are 
not to be taken as a true measure of 
comparative values, for the trust de- 
partment has a positive value to its 
parent commercial bank that far ex- 
ceeds money value. A unique responsi- 
bility is bred into the thinking of trust 
officers through realization that their 
errors of judgment are not recoverable 
but must be suffered by the trusts con- 
fided to their administration. Conscious- 
ness of this responsibility has developed 
a corps of trust officers whose high- 
minded approach to their duties has far- 
reaching and beneficial consequences 
to their banks. 


A commercial bank falls short of pro- 
viding for its clients’ complete financial 
requirements unless it furnishes trust 
services. With the passage of time it has 
become apparent that a trust department 
exists for the benefit of its parent com- 
mercial bank and, reciprocally, the par- 
ent commercial bank exists for the bene- 
fit of its trust department. Each is in- 
dispensable as a business producer for 
the other, to the end of providing what 
has come to be called a “well-rounded 
banking service.” 


Of the tangible and intangible values 
of a trust department to its parent bank, 
moral values rank the highest, for un- 
less banking has a moral justification it 
cannot exist. The sobering effect of fi- 
duciary responsibilities, as it is trans- 
mitted to the bank’s executive manage- 
ment through its Trust Investment Com- 
mittee, has a steadying influence on the 


institution’s over-all management poli- 
cies. This influence carries a very high 
value, for in an inflationary period 
banking and the public interest are both 
well served where conservative and con- 
structive thinking can be brought to 
bear on policy making. That is especi- 
ally true because the aftermath of war, 
together with inflation, has engendered 
a lapse in private and public morals that 
cries for the antidote of high-minded 
and unselfish thinking and acting. In 
devotedly administering their trusts, 
trust officers, through their own ex- 
ample, have an unparalleled opportunity 
for exerting a moral leadership that will 
reach far beyond their trust depart- 
ments and their banks, out into a world 
craving for a better tomorrow. 





WACHOVIA ESTABLISHES CHAIR 
OF BANKING 


A gift of $100,000 by Wachovia Bank and 
Trust Co., Winston-Salem, N. C., to estab- 
lish a Chair of Banking at the University 
of North Carolina, was announced recently. 
Here final details of the endowment plans 
are being discussed by Wachovia and U. N. 
C. officials. Left to right: Richard G. Stock- 
ton, Wachovia Chairman of the Board; 
Thomas H. Carroll, Dean, School of Bus- 
iness Administration; and Robert M. Hanes, 
Wachovia President. The gift was made to 
the Business Foundation of the University, 
and the Chair of Banking will be established 
in the School of Business Administration. 
The Business Foundation is composed of 
leading business men and concerns in North 
Carolina and its purpose is to further 
business education at the University. Mr. 
Hanes was one of the founders of the 
Foundation in 1946 and served as its first 
President until 1949. Wachovia operates of.- 
fices in six major North Carolina cities. 
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SUCCESSIVE 


POWERS 


fa owers of _Appointment _Aet of 195] 


HE general features of the Powers 

of Appointment Act of 1951 are 
well known. As to powers created before 
the 1942 Act it taxes only the exercise 
of a general power (specifically, a power 
exercisable in favor of the donee, his 
estate, his creditors or the creditors of 
his estate), and as to powers created 
thereafter it taxes only the possession 
at death of a general power, or in cer- 
tain circumstances its exercise or re- 
lease. A renunciation or disclaimer of 
a power is not treated as a release, and 
a pre-1942 general power may be re- 
duced by partial release to a special 
power before November 1, 1951] with- 
out adverse tax effects. This discussion 
will deal with only one feature of the 
1951 Act, that relating to the tax results 
of the exercise of one power by the 
creation of another power. 

Under the 1942 amendment of the 
Code, if a tax-free power of appoint- 
ment was exercised by creating another 
power of appointment of any kind, the 
first power thereby became taxable. The 
1951 Act provides that the first, tax-free 
power shall become taxable only if it 
was created after the enactment of the 
1942 Act, and then only if the second 
power is one which “can be validly ex- 
ercised so as to postpone the vesting of 
any estate or interest in such property, 
or suspend the absolute ownership or 
power of alienation of such property, 
for a period ascertainable without re- 
gard to the date of the creation of the 
first power.” 

Thus, the 1951 Act opens up possi- 
bilities for the tax-free exercise of 
powers of appointment by the creation 
of further powers of appointment, which 
have not been available since 1942. 


Scope of Successive Powers 


What powers of appointment may be 
exercised so as to create other powers 


Paper read before Tax Forum No. 136, Oct. 1, 
1951. 
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ROLLIN BROWNE 
Member of the New York Bar 


of appointment and of what character 
may the powers thus created be? These, 
of course, are questions of local law. 

The general rules are set forth in 
the Restatement of the Law of Property, 
Sections 357 and 359. A general power 
may be exercised so as to create an- 
other power of any kind. Unless the in- 
strument creating a special power mani- 
fests a contrary intent, it may be exer- 
cised by creating in any object of the 
power a general power or another spe- 
cial power to appoint among persons 
all of whom are objects of the first 
power. But a special power may not be 
exercised so as to create another special 
power to appoint among persons some 
or all of whom are not objects of the 
first power.! 

The reason it is generally held that 
a special power may not be exercised 
so as to create another special power of 
broader scope is that such an exercise 
involves an attempt to confer benefits 
on non-objects of the first power. But 
why should not such an exercise of a 
special power be viewed as merely a 
partial exercise of the power, which is 
included in a special power, to create a 
general power in an object of the special 
power? Is not a general policy to permit 
such action by the donee indicated by 
the enactment of statutes permitting don- 
ees of general and special powers to re- 
strict their scope by partial releases? 
Under such statutes, could not the donee 
of the special power partially release it 
so as to prevent its exercise by creating 
another power which would be exercis- 
able in favor of the object, his creditors, 
his estate or the creditors of his estate, 
and then exercise the special power as 
thus reduced by conferring upon an ob- 
ject another special power of whatever 
" Iee also 50 Harvard Law Review 938; In re 
Wildenburg’s Estate, 21 N.Y.S. (2d) 331; Im re 
Slocum’s Estate, 81 N.¥.S. (2d) 120; In re Finu- 
cane’s Will, 100 N.Y.S. (2d) 1005; Application of 
Chase National Bank, 102 N.Y.S. (2d) 124. 


2New York Real Property Law, Sec. 183. Similar 
statutes have been enacted in many states. 


scope desired? In the absence of an act- 
ual partial release, could such an exer- 
cise of the first special power be viewed 


as encompassing by implication a par- { 


tial release thereof? 


Suppose, for example, that A leaves 
his estate in trust to pay the income to 
his wife B for life with remainder among 
their issue as B shall appoint by will; 
B wants to appoint the property to her 
son C in such manner as will be of 
greatest benefit to him. If she leaves it 
to him outright, it will be subject to 
estate tax on death, but he 
use the balance to provide for his wife. 
Similarly, if she appoints him a life 
estate with a general power of appoint- 
ment. If she appoints him a life estate 
with a power of appointment among 
issue, the estate tax will be saved, but 
C will not be able to provide for his 
wife. Is there any sound reason in pub- 
lic policy or otherwise why B should 


his 





can | 


not be permitted to appoint the income | 


to C for life with remainder among such 
of his issue and wife, and in such pro- 
portions, as he shall appoint? Or sup- 
pose the objects of the original power 
include spouses of issue, but suppose 
C’s wife had children born of a prior 
marriage. In the cases put, it would be 
socially desirable to enable C to take 
care of his wife or stepchildren and 
there is no reason why an estate tax 
should be exacted for the privilege. 


The point is certainly arguable, but 
one would not want to rely on the out- 
come when exercising a special power 
by the creation of another special power. 
The enactment of statutes by the vari- 
ous states, expressly authorizing the ex- 
ercise of a general or special power by 
the creation of any lawful power in any 
object of the first power, would seem 


to be in order. But pending the enact: 


ment of enabling statutes in the vari- 
ous states, is there #nything that could 
be done to achieve the desired result? 
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In Absence of Legislation 


The rules as to the exercise of powers 
by the creation of further powers are 
based on the presumed intent of the 
creator of the original power. Conse- 
quently, in drafting a new power of 
appointment care should be taken to 
provide specifically that the donee of the 
power is authorized, in the exercise 
thereof, to confer on any object of the 
power another power of appointment, 
either general or special and exercisable 
by deed or will, or both, as desired. In 
cases where for one reason or another 
this is not desirable, the donee of the 
first power should be expressly denied 
the right to create a further power.* 

As to existing powers, an application 
might be made to the proper court for 
a construction of the first power so as 
to permit its exercise to create a special 
power of broader scope. Or. possibly, 
the first power could be exercised by 
creating a general power, and thereafter 
the donee of the second power could, 

3In any event, care should be taken to specify 
that the power may be exercised by appointments 
of any interests in the property, such as legal or 
equitable life estates, as well as appointments of 
the fee. See Matter of Kennedy, 279 N.Y. 255; 
Hillen v. Iselin, 144 N.Y.S. 365; In re Comey’s 
Will, 17 N.Y.S. (2d) 949; In re Jackson’s Estate, 
25 N.Y.S. (2d) 102; Geneva Trust Company v. 


Sill, 27 N.Y.S. (2d) 289; In re Hart’s Will, 28 
N.Y.S. (2d) 781; In re Finucane’s Will, supra. 
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if he wished, partially renounce it so 
as to reduce it to a special power of 
whatever scope desired. It is believed 
that such a partial renunciation would 
be valid in New York even if, in order 
to validate it, Section 183 of the Real 
Property Law would have to be resorted 
to, unless the creation of the general 
power and its subsequent partial re- 
lease were so tied together as to be 
viewed as a scheme to benefit non-ob- 
jects of the special power.* That statute 
authorizes only the complete or partial 
release of powers, but it is believed that 
a partial renunciation would at least be 
valid as a partial release if not valid as 
a partial renunciation. 


However, tax-wise, it is important 
that any partial renunciation be valid 


as a renunciation or disclaimer. 


The Committee report says that a re- 
nunciation or disclaimer must be un- 
equivocable and must be made within 
a reasonable time after the donee learns 
of the existence of the power, but it does 
not say that the renunciation must be 
complete.® It is generally thought that 
a devisee or legatee or a person to 
whom a gift is offered has an election 
to accept or reject it in toto, but that he 





‘Restatement, Property, Secs. 351-4. 
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cannot accept in part and reject in part. 
However, examination of the authorities 
leads to the conclusion that in reality 
the rule merely is that a person may not 
accept benefits and reject accompanying 
burdens. If property is devised subject 
to the assumption of a mortgage in- 
debtedness, the devisee may not accept 
the property and renounce the indebted- 
ness. If Blackacre is devised free and 
clear and Whiteacre is devised subject 
to the assumption of a mortgage in ex- 
cess of its value, the devisee may not 
accept Blackacre and renounce White- 
acre, unless it appears that the two de- 
vises were intended by the testator to be 
separate and distinct. But if a man is 
devised Blackacre free and clear and 
Whiteacre free and clear, there would 
seem to be no reason why he should 
not be free to accept either and renounce 


the other. Or, if he is bequeathed $100,- 


5However, the Committee report does state that 
“the power may be disclaimed or renounced with- 
out disclaiming or renouncing any other interest 
which the donee may have in the property, if such 
disclaimer or renunciation is effective under local 
law.” This may imply an understanding that the 
renunciation of a power must be complete. Also, 
the Committee report on the 1942 amendment to 
Code Section 812(d) allowing deductions for 
amounts going to charities as a result of the re- 
nunciation of legacies or powers states that “‘a dis- 
claimer is a complete refusal to accept the rights to 
which one is entitled.”” H. R. 2333, 77th Cong., 1st 
Sess., p. 167. But see Estate of Schoonmaker, 6 
T. C. 404 (NA 1946-2 C. B. 7). 
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000, there would seem to be no reason 
why he shoud not accept $50,000 and 
renounce $50,000.® 


If these conclusions are correct, there 
would seem to be no reason why the 
donee of a general power of appoint- 


®“Tf a legatee may renounce a legacy in its en- 
tirety, I see no reason why it cannot be renounced 
in part.’ In re Merritt’s Estate (App. Div., 1st 
Dept.), 140 N. Y. Supp. 13. See also Estate of 
Schoonmaker, supra, n. 5; In re Murray’s Estate, 
155 N. Y. Supp. 185; In re Clarkson’s Estate, 244 
N. Y. Supp. 470; In re Matthiessen’s Will, 23 
N.Y.S. (2d) 802; Brown v. Routzahn, 63 F. (2d) 
914; cer. den. 290 U.S. 641; In re Finucane’s Will, 
supra. Cf. In re Wilson’s Estate, 298 N.Y. 398; In 
re Muller’s Estate, 104 N.Y.S. (2d) 183; Stoehr v. 
Miller, 296 Fed. 414; Estate of Bergan, 1 T.C. 543; 
Cerf, 1 T.C. 1087; Estate of Doane, 10 T.C. 1258. 





ment could not renounce it so far as it 
was exercisable in favor of himself, his 
creditors, his estate or the creditors of 
his estate. Certainly, an express provi- 
sion in the instrument creating the gen- 
eral power authorizing its complete or 
partial renunciation should validate a 
partial renunciation as such, provided 
the general power could thus be law- 
fully restricted by any means. 
Massachusetts has enacted a statute 
expressly authorizing the donee of a 
power to “disclaim the same at any 
time, wholly or in part, in the same 
manner and to the same extent as he 
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might release it.”* A similar statute 
might be proposed in other states. 


Effect Under Tax Law 


Assuming that a general power may 
be partially renounced under local law, 
would the partial renunciation never- 
theless be treated as a partial release 
under the Federal estate tax law? The 
tax law refers to a “complete release,” 
a “partial release” and a “release” of a 
power. Without doubt, a “release” 
means either a complete or a_ partial 
release. Why. therefore, does not “a 
disclaimer renunciation” likewise 
mean either a complete or a partial dis- 
claimer or renunciation, provided a par- 
tial disclaimer or renunciation is effec. 
tive under local law? The true distinc- 
tion between a release and a renuncia- 
not that their 
effective scopes vary but that the former 


or 


tion or disclaimer is 
operates on an interest or power al- 
ready vested, whereas the latter oper- 
ates to prevent its vesting. This distinc- 
tion has been recognized in the appli- 
(d)* and 
in the application of the New York in- 
heritance tax.® It is submitted that it 
also should be recognized in the appli- 
cation of the provision under discussion. 


cation of Code Section 811 


Another word of warning is neces- 
sary at this point. If under some general 
rule of local law or court decree or 
wording of the instrument an original 
special power could be exercised by 
giving an object another special power 
exercisable in favor of non-objects of 
the original power, might not the ob- 
ject be given a power which could be 
exercised in favor of the donee of the 
original power or his estate, his credi- 
tors or the creditors of his estate. If so, 
could it be claimed that the original 
power was thus indirectly exercisable 
in favor of the donee, his estate, his 
creditors or the creditors of his estate, 
and therefore was a taxable power? 


To guard against any such conten- 
tion, it might be advisable to provide, 
in effect, in every instrument either cre- 
ating a special power which is exercis- 
able by the creation of another power 
or reducing a general power to such a 
special power or exercising a special 
power by creating another power, that 
no power created by authority of the 
original power may be exercised in 


7TLouis Eisenstein severely criticizes this statute 
as an attempt by a state to circumvent a federal 
statute. 52 Yale Law Journal, 494, 504. 


8Estate of Schoonmaker, supra, n. 5. 


*See cases cited, supra, n. 6. 
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favor of the donee of the original power, 
his estate, his creditors or the creditors 
of his estate and that every power cre- 
ated by authority of the original power 
must be similarly restricted. 


Problem of Perpetuities 


The general rules as to the computa- 
tion of the permissible period under the 
rule against perpetuities, where powers 
of appointment are involved, are set 
forth in the Restatement of the Law of 
Property, Sections 391 and 392. The 
permissible period is computed from the 
date of exercise of the power where the 
power is a general power exercisable by 
deed, and from the date of creation of 
the power where the power is a general 
power exercisable only by will or a 
special power.'? 

For example, in New York, if the 
original testator leaves his estate in 
trust to pay the income to his wife for 
life with remainder to such of his issue 
and their spouses as the wife shall ap- 
point by will, and if the wife by her 
will appoints the property in trust to 
pay the income to a son for life, with 
remainder to such of the son’s issue 
and their spouses as the son shall ap- 
point by will, the exercise of the first 
power by the wife will not be subject 
to tax under the 1951 Act, because it 
did not create in the son a power which 
could be exercised so as to postpone 
vesting or suspend ownership or alien- 
ation beyond two lives in being at the 
death of the original testator. Even 
after the property had thus been tied 
up during the lives of the wife and 
son, the son could by his will appoint 
a legal life estate to his wife with re- 
mainder to one or more of his issue 
designated in his will." 

However, every instrument creating a 
power which can be exercised so as to 
create another power should provide 
expressly that such other power shall 
not be exercised so as to postpone vest- 
ing or suspend ownership or alienation 
for any period ascertainable without 
regard to the date of creation of the 





loRestatement, Property, Sec. 373 and Ch. A, 
par. 14; Simes, Law of Future Interests, Secs. 
537-8; N. Y. Real Property Law, Sec. 178; Genet 
v. Hunt, 113 N.Y. 158. The rule as to general pow- 
ers exercisable by deed applies only if the power is 
a power to appoint the property itself, thus cut- 
ting off the life estate, and not merely a power to 
appoint the remainder. Farmers’ Loan & Trust Co. 
v. Kip, 192 N.Y. 266. The correctness of the stated 
rule as to testamentary general powers has been 
questioned. Gold, The Classification of Some Pow- 
ers of Appointment, 40 Michigan Law Review, 337, 
372. 


“Both the legal life estate and the vested re- 
mainder over being fully alienable, there thus 
would be no further postponement of vesting or 
suspension of alienation beyond the termination of 
the trust. In re Dorn’s Estate, 3 N.Y.S. (2d) 404, 
aff'd 8 N.Y.S. (2d) 1021. 


first power. This is necessary because 
of the rule that a special power may be 
exercised by giving an object of the 
power an estate for life with a general 
power of appointment, and the rule that 
where a general power is exercisable 
by deed the permissible period under 
the rule against perpetuities will be com- 
puted from the date of exercise of the 
general power, rather than from the 
date of its creation. Thus, where a spe- 
cial power is exercised by creating a 
general power exercisable by deed, the 
special power will become a_ taxable 
power under the 1951 Act, even though 
the general power created on its exer- 


cise would also be taxable. In this re- 
spect, the 1951 Act is no different from 
the 1942 Act, although that result is no 
doubt entirely unintentional. 


Saving Clause 


In Delaware and any other similar 
jurisdictions, where the permissible pe- 
riod is computed from the date of exer- 
cise of any kind of power, it would be 
necessary to place a similar restriction 
on the successive power even if it were 
a special power or a testamentary gen- 
eral power. And whenever the succes- 
sive power can be exercised in favor 
of charity, the same restriction should 


THE ADMINISTRATION of an 


investment portfolio is a task which 


calls for experience, judgment and con- 


stant attention to both markets and 


securities. Our long familiarity with the 


requirements of conservative investors 


and our broad facilities qualify us to 


provide any aspect of this comprehen- 


sive service which may be required. 


Many of our clients have found this 


type of service substantially helpful, 


and it is equally available to others. 


R. W. Pressprich & Co. 


48 Wall Street 
NEW YORK 5 


201 Devonshire Street 
BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
EQUIPMENT TRUST CERTIFICATES . INVESTMENT STOCKS 







































be employed. At common law and un- 
der the law of New York and possibly 
other states, the vesting of future gifts 
to charity is not always governed by the 
rule against perpetuities.’* But the 1951 
Act contains no similar exception as to 
charitable gifts. Thus, the exercise of a 
special power to create any kind of sec- 
ond power, general or special, exercis- 
able by deed, will or both, if exercis- 
able in favor of charity, would appear 
to be taxable, because the second power 
could be validly exercised in favor of 
charity so as to postpone vesting for a 
period computed without regard to the 
date of creation of the first power. 


It also has been suggested that if the 
first power is contained in a revocable 
trust, then the permissible period under 
the rule against perpetuities is computed 
from the date on which the power of 
revocation expired (whether by death 
of the original donor or otherwise) and 
not from the date of creation of the 
power, and that, therefore, even if the 
first power contained in a_ revocable 
trust is a special power its exercise by 
the creation of another power might 
render the first power taxable.'* Assum- 
ing, as we must, that the premise is 
sound,'* it is difficult to avoid the con- 
clusion, although it may be argued that 
the first power of appointment, being 
subject to the overriding power of rev- 
ocation, was not really “created” until 
the power of revocation expired. 


For safety’s sake, it is suggested that 
each original tax-free power hereafter 
created should provide that “no power 
created by authority of this power shall 
postpone vesting or suspend ownership 
or alienation for any period ascertain- 
able without regard to the date of crea- 
tion of this power” and that “every such 
power created by the exercise of this 
power shall be similarly restricted;” 
also that every power of any kind here- 
after created by the exercise of any tax- 
free power which has been created here- 
tofore and subsequent to the 1942 Act 
should provide that “neither this power 
nor any power created by authority of 
this power shall postpone vesting or 
suspend ownership or alienation for any 
period ascertainable without regard to 


12Jn re Potts’ Will, 199 N.Y. Supp. 880. For ex- 
ample, an appointment to charity A for a term of 
years and then over to charity B would be valid. 
Restatement, Property, Sec. 397. 


18Charles Looker, Esq., a paper read to the Sec- 
tion on Real Property. Probate and Trust Law of 
the American Bar Association, Oct. 1951 Trusts 
AND ESTATES 653. 


M4Schenectady Trust Company v. Emmons, 261 
App. Div. 154, aff'd 286 N.Y. 626; City Bank 
Farmers Trust Company v. Cannon, 291 N.Y. 125; 
Restatement, Property, Sec. 373 and Ch. A, par. 14. 
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the date of creation” of the original 
power, describing it particularly, and 
that “every such power created by the 
exercise of this power shall be similarly 
restricted.” 


If an original power already has been 
exercised by creating another power, 
which either because it is a general 
power exercisable by deed or because it 
is exercisable in favor of charity or be- 
cause the first power was created by a 
revocable trust, or for any other reason, 
might be exercised so as to postpone 
vesting or suspend ownership or alien- 
ation for a period computed without 
regard to the date of creation of the 
first power, consideration should be 
given to the advisability of having the 
donee of the second power partially re- 
nounce it so as to provide that it may 
not be exercised in such a manner.!® 


Suggestions 


It would appear that the provision 
of the 1951 Act relating to successive 
powers may be a trap for the unwary. 
It invites the exercise of powers so as 
to create successive powers, but it gives 
no warning that local law places other 
limitations on the creation of successive 
powers besides the rule against perpetui- 
ties, or that if the second power is a 
general power exercisable by deed or is 
any kind of power exercisable in favor 
of charities, or if the first power was 
created by a revocable trust. or possibly 
in other circumstances, the creation of 
the second power may make the first 
power taxable even though it otherwise 
would be a tax-free power. These pit- 
falls do not substantially reduce the 
tax-free area for the utilization of suc- 
cessive powers, but they do render their 
use dangerous if the greatest care is 


_ not taken in their creation and exercise. 


To recapitulate. some of the precau- 
tions which ought to be considered are: 


1. In drafting an instrument creating 
any kind of power, provide that the 
power may be renounced or released in 
whole or in part, as to the objects in 
whose favor it may be exercised and 
the estates and interests which may be 
appointed. 


I]. In drafting an instrument creating 
a special power or reducing a g-neral 
power to a special power: 


(a) Provide that the power may 


be exercised so as to confer on any 
object any lawful power of whatever 


The possibility of a partial “renunciation” is 
discussed above. But quaere whether renunciation 
after the power had been exercised would remove 
the curse? Cf. Estate of Moran, 16 T. C. No. 814. 


scope desired, but that no power 
created by authority of the original 
power may be exercised in favor of 
the donee of the original power or 
of any special power jereated by au- 
thority of the origin§§ power, or his 
estate, his creditors creditors of 
his estate; 


(b) Provide that | 
by authority of th 
be exercised s 
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case of an eady existing 
ht be made to 
hat it may be 
exercised so as to create in an object 
another special power of the desired 
scope which, however, should not be 
exercisable in favor of the donee of 
the special power, or his estate, his 


(a) Application n 
a court for a decree 


creditors or creditors of his estate; 

(b) It might be exercised so as to 
create in an object a general power, 
giving the object the right to re- 
nounce or release it in whole or in 
part, and the object might thereafter 
partially renounce the general power 
so as to reduce it to a special power. 


IV. In drafting an instrument exer- 
cising a special power so as to create 
another power of any kind, make it 
clear that neither the second power nor 
any power created by authority of the 
second power may be exercised in favor 
of the donee of the original power or 
of any special power created by au- 
thority of the original power. or his 
estate, his creditors or estate creditors. 

\V. In drafting an instrument exer- 
cising a special power created or re- 
duced to a special power after October 
21. 1942. so as to create another power 
of any kind. provide that neither the 
second power nor any power created 
by authority of the second power may 
be exercised so as to postpone vesting, 
or suspend ownership or alienation, for 
a period ascertainable without regard 
to the date of creation of the power. 


VI. In case a special power created 
after October 21, 1942 has already been 
exercised so as to create another power 
which could be exercised so as to post- 
pone vesting. or suspend ownership or 
alienation, for a period ascertainable 
without regard to the date of creation 
of the orginal power, the donee of. the 
second power might partially renounce 
it so as to provide that it may not be 
exercised in such manner. 


TRUSTS AND ESTATES 


| 
T: 
| Briti 
872 
of a 
and 
of it: 
sepal 
trust. 
came 
estate 
same 
spect 
other 
guar: 
or tl 


given 


As 
and | 
the F 
came 
of se 
—for 
ment 
maini 
tion ¢ 
could 
advan 
tion « 


trust | 
In 18 
Trust 
the sa 


pani 
priv: 
fund 





| 


| Nove: 


ated 
wer 
one 

or 
able 
ition 


ting 


e to 
, be 
ject 
ired 
t be 
e of 
his 
fe; 
s to 
wer, 
re- 
r in 
ifter 
ywer 
wer. 


xer- 
eate 
e it 
nor 
the 
avor 
r «Or 
au- 
his 
rs. 
xer- 
re- 
»ber 
ywer 
the 
ated 
may 
ing, 
for 
yard 
a 


ated 
een 
ywer 
ost- 
) or 
able 
tion 

the 
ince 
t be 





ixty Years Operations O 


COMMON FUND IN NEW ZEALAND 


HE Public Trust Office of New 
Zealand—the first of its kind in the 
British Empire — was established in 


872 by Statute to provide the services 
of a trained State official as executor 
and trustee, and for the first 19 years 
of its existence. investments were made 
separately on behalf of each estate or 
trust. Each such thus 
came the sole property of the particular 


investment be- 


estate, the Public Trustee having the 
same statutory responsibilities in re- 


spect thereof as would attach to any 
other trustee, but, that, 
guarantee of the safety of the capital 
or the regularity of the income was 


bevond no 


given. 


As the number of estates and trusts 
and the volume of money handled by 
the Public Trust Office increased it be- 
came apparent that the disadvantages 
of separate investments for each trust, 
—for example, breaks between repay- 
ment and re-investment, small sums re- 
maining uninvested, delay in_realiza- 
tion on the termination of the trust, 
could be overcome and that appreciable 
advantages would accrue from the crea- 
tion of a Common Fund into which all 
trust moneys should fall for investment. 
In 1891, Parliament amended the Public 
Trust Office Act in that direction, at 
the same time providing that investment 


[The public Common Trust Fund 
here described differs from American 
privately operated funds in that (a) 
the government determines from time 
to time a fixed rate of interest for the 
beneficiaries, (b) the government 
guarantees both interest and princi- 
pal, (c) the public fund does not in- 


vest in corporation stocks. The Public 
Trust Office, which handles the largest 
trust business in New Zealand, pays 
taxes and profits to the government 
and competes with private trust com- 


panies and attorneys. None of the 
private companies operates a common 
fund. Editor’s Note.] 
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A. E. J. ANDERSON 


Chief Accountant, Public Trust Office, New Zealand 





Panorama of Wellington, New Zealand 


in the Common Fund could be express- 
ly prohibited by the relative will or 
trust instrument, in which event separ- 
ate investments of that estate would be 
made. 

The Act further provided that all 
funds forming the Common Fund would 
be guaranteed by the State and be 
credited at regular intervals with inter- 
est at a rate to be fixed from time to 
time by Order-in-Council under the 
Governors hand. That assurance alone 
is a matter of considerable importance 
to testators and _ beneficiaries alike. 
Apart from the freedom from worry as 
to the safety of one’s capital and the 
regularity of the payment of income, 
the following is a brief statement of the 
advantages of the Common Fund. 


Capital Always Liquid 


Because of the inflow of new money 
and repayment of maturing investments, 
sufficient liquid funds are always avail- 
able to meet commitments, Consequent- 
ly, as far as each estate or trust is con- 
cerned, its capital is practically in liquid 
form and available for distribution im- 
mediately when the occasion arises. By 
the nature and dates of creation of 


those trusts, simultaneous termination 
of all the trusts under administration 
would be beyond the realms of possi- 
bility and in practice it has been the 
experience of the Public Trust Office, 
as with life-insurance companies, that 
the calls on the Common Fund are 
spread over a number of years and no 
difficulty is experienced in meeting the 
calls for distribution. In recent years 
the surplus funds requiring investment 
have exceeded a million pounds per 
annum. 

Again, because of the Dominion-wide 
advertising and representation of the 
Office, new investments are constantly 
being arranged. Consequently the in- 
flow of new money and the repayment 
of maturing investments do not result 
in accumulations of idle funds awaiting 
investment and it is possible to credit 
each capital sum received with interest 
from the date of receipt and such inter- 
est continues to accrue until the capital 
is withdrawn. There is no break in the 
interest as might occur in a single trust 
between the repayment of an invest- 
ment and its subsequent reinvestment 
elsewhere. Nor does any small or broken 
uninvested. Interest is 


sum remain 
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credited on the daily balance continu- 
ously and if it is to be compounded, it 
also becomes interest-bearing. 

The principal classes of authorized 
trustee investments are: first mortgages 
on town and rural properties, deben- 
tures issued by cities, counties and the 
like (referred to hereafter as local au- 
thorities), and Government bonds. 
Stocks or shares in companies are not 
eligible forms of investment. 


Investment Powers and Policy 

The Act of Parliament under which 
the Office is constituted provides for 
an Investment Board to control the in- 
vestments of the Common Fund, com- 
posed of: 

The Minister of Finance. 

The Public Trustee and Assistant 
Public Trustees. 


The Government Insurance Commis- 
sioner. 

The Valuer-General. 

The Superintendent of the State Ad- 


vances Office. 
The Financial Adviser to the Govern- 
ment. 


Investments are made purely from 
the point of view of security of capital 
and income for a fixed term at a speci- 
fied rate of interest. There is no dealing 
with them during their currency except 
in special circumstances. Consequently 
any appreciation in value above their 
cost price is not reflected in the books 
of account, nor is any depreciation un- 
less it arises from some cause other 
than passing fluctuations of the market. 
In cases of actual loss or where it ap- 
pears to be prudent to make provision 
for loss, a writing-down is made by 
transfer from reserves created for the 
purpose. 

The accounting system for recording 
and control is simple and consequently 
involves less expense than would be 
possible if the funds of each estate were 
separately invested. In arriving at the 
rate of interest to be credited on the 
moneys which form the Common Fund, 
care must be exercised to ensure that 
as far as possible such rate bears a fair 





TOTAL INVESTMENTS AND TYPES 


Percentage of principal classes of investment 








Public Trust Office Building 


relation to the net return which clients 
could secure from investments at cur- 
rent rates on first-class securities, and 
at the same time provide a margin for 
management expenses and an annual 
addition to reserves for the occasional 
losses of principal or interest which 
are almost inevitably connected with in- 
vestments—particularly those on mort- 
gage. By this means a fund is provided 
to ensure both financial stability of 
the Fund capital and regular payment 
of interest. 

It is not mandatory that all moneys 
received by the Public Trustee shall 
be invested in the Common Fund; testa- 
tors and settlors have the option of di- 
recting that their funds be invested sep- 
arately. It is established practice of the 
Office to explain fully the alternative 
methods but in the vast majority of 
cases the Common Fund is selected. The 
advantages already outlined are obvi- 
ously regarded as outweighing those of 
separate investments which, even though 
they may earn a higher income-yield, 
carry the risk of loss, idle periods pend- 
ing re-investment, delays or difficulty in 
collection of income, etc. 


History of the Operation 


The table below shows, from 189] 
through 1951, the principal forms of 








Government Local 

Year: Total Value Mortgages: Bonds: Authorities: Miscellaneous: 
1891 £252,279 50% 37% — 13% 

1901 £1,407,419 61 38 — 1 

1911 £2,991,350 81 10 6% 3 

BE esiccincs cb ncentcteinie £13,421,833 68 8 21 3 

1931 £25,005,611 56 9 31 4 

194] _........... £24,001,084 48 21 27 4 

Bot ................ Giese 49 24 24 3 
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Common Fund investment. It is signi- 
ficant that although the 1901 total was 
nearly six times the 1891 figure and / 
by 1911 had more than doubled the 
1901 figure, the percentage of first 
mortgages steadily increased: the period 
1891-1901 in this Country was one of 
considerable development in land-settle- 
ment. After World War I, a marked 
increase in the activities of municipal 
and county authorities (improved high. 
ways, roads and bridges, electric-power 
distribution, etc.) resulted in keen com- 
petition by borrowers for loan moneys. 
Not only had the trust and estates 
business increased but also the Govern. 
ment and many local authorities had 
availed themselves of the advantages of 
the Common Fund for the investment 
of sinking fund installments. An aspect 
of management of the fund which, be- 
cause of its dimensions, required even 
greater care than before was the diver- 
sification of order to 
provide sufficient readily realizable as- 
sets to meet the greater liability of calls 
arising from the termination of trusts, 
sinking-funds, etc. whose numbers had 
increased so greatly. Some sinking funds 
would, on maturity dates, amount to 
very large sums and it became impor- 
tant to keep a close review of the future 
withdrawal dates. The adjustment be- 
tween 1911 
percentages 
thorities’ loans the latter being market- 

able fairly readily resulted in a satis- 

factory balance. During the next decade 

the proportion invested in mortgages | 
shows a marked decline while that in | 





investments in 


NN ————  — — 


in mortgages and local au- 


local authorities’ loans is correspond- 
ingly greater. 


Mortgage Readjustments 


In the 1931-41 
recession naturally affected the upward 
trend of the Common Fund. In the first 
half of the period, legislation was passed, 
the effect of which was to review, and | 
if necessary, reduce the indebtedness of | 
mortgagors, adjust the indebtedness of 
local authorities by applying sinking- 
funds (a considerable sum of which was 
held by the Public Trust Office in the 
Common Fund) in reduction of their 
current loans, and in the case of Gov- 
ernment sinking-funds held by the 
Office in the Common Fund, to with- 
draw some of those sinking-funds and 
have them specially invested as directed 
by the Government. Further, a new pol- 
icy relating to financing of local author- 
ities’ loans brought change from a flat 
loan for a term of years to an install- 
ment loan with half-yearly redemptions. | 
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The building up of a sinking fund in 
such cases was consequently negatived. 

By the end of the 1931-41 period, the 
Dominion had been engaged in World- 
War II for nearly two years and the 
demands of war, combined with the 
curtailment in private and municipal 
borrowing and the earlier financial ad- 
justments, are reflected in the changed 
composition of the Fund, with invest- 
ments in Government bonds increased 
from 9% to 217. During the period 
1941-1951 the amount held in the Com- 
mon Fund on account of estates and 
trusts actually increased, but withdraw- 
als as the result of special legislation 
resulted in a net decrease of nearly £5 
million. Principal item involved was the 
Government  sinking-fund — established 
many years ago. That fund, with an- 
nual additions, had been administered 
by the Public and_ invested 
principally in the Common Fund; in 
1947, however. the sinking-fund was 
of Government 


Trustee 


applied in reduction 
debt. The present composition of the 
Common Fund provides adequate di- 
versification both in the nature of the 
investments, location of the securities. 
maturity-dates, and rates of interest to 
ensure liquidity to meet calls on the 
fund and the constant inflow of appli- 


cations for new loans. 


Interest Credited 


The rate of interest to be credited on 
moneys forming the Common Fund has 
been determined from time to time by 
reference to the actual earnings of the 
investments. less a deduction to cover 
management expenses and to provide 
a fund to meet any losses of interest 
or principal. 

In 1891, Fund moneys were credited 
at 5 per cent on sums not exceeding 
£3,000, and 4 per cent on larger bal- 
ances as in the larger funds the greater 
concern was for security of capital than 
for a high rate of interest. Two sets of 
rates obtained until 1920. 

By April 1915, with the greatly in- 
creased business handled annually, it 
was possible to reduce the margin re- 
quired to cover management expenses 
and an annual bonus (10 per cent of 
the interest credited) was added to each 
estate or fund. This continued until 
April 1st, 1920 when it was replaced by 
an increased rate of interest (5 per 
cent) on all moneys. On December 31st, 
1925, as the result of improved invest- 
ment-yields and a reduction in the ratio 
of management expense to income-earn- 
ings, the rate credited was increased. 
Then as financial conditions became 
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even more difficult, successive reduc- 
tions were made, continued until 1945. 

Following is a summary of the rates 
of interest credited from time to time 
on moneys invested in the Common 


Fund. 

1891-1895 (5 per cent on £3,000 
(4 $i ” excess 

1895-1896 _ (44 ” “i ” £3,000 
(4 7. ee ” excess 

1896-1905 4 “i 

1905-1914. (44 ” =” ” £3,000 
(4 ”  * ” excess 

1914-1915 (4% ” ” ™ £6,000 


a " ” ” gece 


1915-1920 (4. 95 ” = ” £6,000 
(4.675 ” ”» “excess 

1920-1925 > 

1926-1931 54 ” 

1931-1932 4% =” 

1932-1933 4 fs 

1933-1945 3% ” 

1945-1948 34% ” 

1948-1949 3s «C” 

1949. 3 a 


Reserve Fund Protection 


The substantial fall within two years 
in the interest-rate was attributable to 
steps takén by the Government to ad- 
just financial commitments of the com- 
munity generally in an endeavour to 
prevent a collapse of the Country’s econ- 
omy. Not only was the rate of interest 
on mortgages reduced (and in many 
cases, arrears of interest wholly or part- 





ly remitted) but the principal sum ow- 
ing was frequently reduced so as to 
leave the mortgagor sufficient equity on 
the basis of then current values to en- 
courage him to remain in possession. In- 
terest on securities issued by the central 
Government and by local authorities 
was also reduced—usually by one-fifth 
—and loans terms extended. Adjust- 
ment in the rate of interest credited on 
Common Fund moneys was inevitable. 


In spite of the difficulties of the times, 
interest was credited and paid regularly 
and all capital commitments met. Al- 
though losses of both capital and in- 
come were suffered in connection with 
investments of the Common Fund, the 
reserves which had been accumulated 
over the preceding 40 years were suff- 
cient to absorb those losses and enabled 
the Fund to weather the financial storm. 
Apart from a reduced income-return, no 
beneficiary or other client lost one 
penny of his capital while it was in- 
vested in the Common Fund. 


When the Dominion’s economy had 
become geared with the war-effort and 
the flow of money increased to a marked 
degree, interest rates fell accordingly. 
This fall, although its effect on an in- 
vestment pool of £24 millions was not 
sufficient in any one year to have an 
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appreciable effect upon the average 
yield per cent, became sufficiently 
marked to call for an adjustment in 
the rate of interest credited on Com- 
mon Fund moneys and, in 1945, the 
rate was reduced to 314 per cent. Post- 
war conditions have had the same effect 
with a definite “borrower’s market” 
prevailing and it has been necessary to 
reduce the rate further—firstly to 3144 
and later to the prevailing 3 per cent. 


interest rates on the three 
principal forms of trustee-investment 
are: Mortgages, 4 per cent; Local-au- 
thorities, 344 per cent; Government se- 
curities, 3 per cent. When the advan- 
tages of the Common Fund are taken 
into account—guaranteed security of 
capital, immediate and unbroken invest- 
ment, regularity of income and the im- 
mediate availability of the capital when 
required—even the present rate free of 
charges paid on moneys invested in the 
Fund is considered reasonable. 


Present 


Reserves and Losses 


The Public Trust Office having been 
established without any capital funds 
and the original legislation providing 
that all profits were to be paid to the 
State, it was soon recognized after pass- 
ing of the 1891 legislation (which es- 
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tablished the Common Fund principle 
and guaranteed integrity of all capital 
funds held by the Public Trustee) that 
reserves would be needed to meet losses 
of capital in Fund investments. In 1894, 
legislation provided that one-fourth of 
annual profits of the Office was to be 
retained and invested as an Assurance 
and Reserve Fund. In the first ten years 
of the operation of the Common Fund, 
investment losses (principally attribut- 
able to investments made prior to 1891 
and taken over by the Common Fund on 
its establishment) amounting to £7,138 
were charged to the Office Profit and 
Loss Account and the Assurance and 
Reserve Fund had been built up to 
£5,570—a very modest figure in rela- 
tion to the amount then invested. How- 
ever, so satisfied were those in control 
at that time as to the safety of the in- 
vestments and the adequacy of the re- 
serve, that revenue was deliberately re- 
duced by granting concessions in Office 
charges, thus curtailing the building up 
of future reserves. 


No investment losses were suffered 
during 1901-1911 and the business (and 
profits) of the Office appreciably ex- 
panded, enabling the Assurance and 
Reserve Fund to be increased to £39,621 
while, in addition, other profits to the 
extent of £60,646 had been, with Gov- 
ernment consent, invested in Office 
buildings and equipment. 


In the next decade legislative pro- 
visions confirmed the investment of past 
profits in Office buildings etc. and di- 
rected that for 10 years from 1913, all 
Office profits be added to the Assurance 
and Reserve Fund or to the Investment 
Fluctuation Reserve, the latter being 
specifically established to meet losses on 
investments of the Common Fund. 
Again, no investment losses were sus- 
tained and, as the business handled by 
the Office had increased tremendously, 
the reserves were substantially strength- 
ened, the position at 1921 being: 


Assurance and Reserve Fund _.. £142,147 
Investment Fluctuation 


Reserve aa £43,395 

Profits invested in premises 
and equipment £251,870 
£437,412 


During the period 1921-31, two eco- 
nomic depressions were experienced, 
the first in 1921-22 being, as it later 
proved, of a comparatively minor na- 
ture. The wisdom of building up re- 
serves in earlier years, and the practical 
advantages of the Common Fund system 
to beneficiaries, were amply demonstra- 
ted when, in spite of about £40,000 capi- 
tal losses during 1921-26 and great 
difficulty in collecting interest on many 
mortgages, the Office at all times met 
commitments both as to capital and in- 
come. During the World War of 1914- 
18 and for a considerable period there- 
after, a moratorium on mortgages pre- 
vented investors from enforcing repay- 
ment of matured loans. This disability, 
together with legislative authority given 
to private trustees to write off principal 
and interest due to estates in 
charge, often imposed hardship and 


their 


worry on beneficiaries. 

Those whose funds were invested in 
the Common Fund, however, experi- 
enced none of those worries or financial 
losses. Their capital was safe and im- 
mediately available when required and 
their interest at the then rate of 5 per 
cent was paid promptly and regularly. 

In 1929, two factors limited very ma- 
terially the further 
strengthen reserves: legislation direct- 
ing payment of one-half the annual 
profits to the State, and the second 
economic depression had begun, par- 
ticularly in the rural community. At 
the end of the period 1921-31, losses 
taken on mortgage investments had re- 
duced reserves to £642,365. The follow- 
ing decade saw the depths of the eco- 
nomic depression and determined steps 
taken by the Government to adjust the 
liabilities of mortgagors and other bor- 


opportunity to 
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rowers in the light of the estimated re- 
duced values and reduced incomes. 
Possibly because it was known that the 
majority, if not all of the financial in- 
stitutions had set aside such reserves, 
very substantial sums were irrevocably 
written off their investments. During 
that period the Public Trust Office ex- 
perienced writings-off totalling £214,- 
600. but £156.353 was added to re- 


serves. 


The last ten-year period of this re- 
view (1941-51 has been one of financial 
buoyancy, but as a number of cases 
where investment losses of the depres- 
sion years had not been finalized by 
1941. there were still several substantial 
amounts to be written off totalling £68.- 
105. reducing the net increase to £27.- 
364 for the period. At March 31st, 1951, 
reserves stood at £686,483. 


Role of Branch Offices 


Experience has shown that when in- 
vestors are Competing to secure invest- 
ments and when. in times of recession, 
borrowers experience difficulty in meet- 
ing their obligations, it is essential that 
a large financial institution have perma- 
nent representatives throughout the area 
of its activities. They are aware of local 
conditions and able to contact 
seeking financial accommodation. In the 
event of a mortgagor falling into ar- 


those 


rear the supervision which can be given 
by a local officer is far superior to that 
by one central office. The Public Trust 
in 49 cities and 
throughout New Zealand and 
part-time representatives or agents in 


Office has branches 


towns 


over 50 other towns. The management 
and accounting work connected with 
Government Securities and Loans to 
Local Authorities involve little difficulty 
and are dealt with at the head office but 
supervision and accounting work con- 
nected with mortgages is dealt with at 
branch offices, the head office being re- 


EATON & HOWARD 
BALANCED FUND 


‘e 





ferred to only for the original granting 
of the loan and on any unusual matters. 


The Office also maintains a staff of 
Farm Supervisors—men with practical 
experience in various types of farming 
—attached to the branch offices who, 
besides advising in the management of 
farms belonging to estates administered 
by the Office, regularly inspect rural 
properties which are mortgaged to the 
Common Fund. 


Scope of Activities 


Apart from various statutory duties 
in such matters as estates of mental 
defectives, convicts and the like, un- 
claimed property and sinking-funds, the 
principal work of the Office is the ad- 
ministration of estates and trusts vol- 
untarily placed under its charge. By far 
the greater portion of each year’s new 
business, which last year exceeded £8 
millions, comes under that category. 


Total value of the current estates and 
funds under administration at March 
3lst, 1951, was £53.514,981. Of that 
total £19 millions was invested in the 
Common Fund and the balance (over 
£34 millions) comprised assets of vari- 
ous kinds which were required to be 
held or invested in their present form 
or were in the course of being realized. 
The winding-up of estates accounts for 
an outgo of assets of £7-8 millions an- 
nually. 

During the past year. 7.900 testators 
executed wills appointing the Public 
Trustee their executor and in 6,900 
other cases existing wills were redrafted 
by the legal staff of the Office at the 
request of those testators. The number 
of wills of living persons appointing 
the Public Trustee executor, held on 
deposit at March 31st. 1951. was 149,- 
227. 

The Office. although created by Stat- 
ute, is placed substantially on the oper- 
ating basis of a private institution. It is 
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333 Montgomery Street 
SAN FRANCISCO 


liable for land-tax, income-tax, customs 
duty, etc., and for more than twenty 
years has been obliged to pay one-half 
of its annual profits to the State. Al- 
though there is keen competition from 
trust-companies and the legal profes- 
sion, the Public Trust Office handles the 


largest trust business in New Zealand. 
A AA 


New Common Trust Funds 


Since publication of the list of banks 
with Common Trust Funds in the Novem- 
ber 1950 issue, and the supplementary 
list in February 1951 (page 100) new 
funds have been established by the fol- 
lowing banks: 


LEGAL 


Marine Midland Trust Co., Bingham- 
ton, N. Y. 
Country Trust Co., White Plains, N. Y. 


DISCRETIONARY 


Fidelity Trust Co., Baltimore, Md. 

City National Bank & Trust Co., Kan- 
sas City, Mo. 

Fidelity Bank, Durham, N. C. 

Title Insurance & Trust.Co., Los An- 
geles, Cal. 

Ohio Citizens Trust Co., Toledo, O. 

Union Trust Co., Springfield, Mass. 

First National Bank, Portland, Ore. 


A A A 
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dates indicated are added all 
sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies out of income earned from dividends and interest on their portfolio 
securities (excluding all capital distributions). 





Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 


Reference should be made to the introduc- 
tory article in July 1949 issue, outlining pur- 
poses of publication and considerations in 
selecting stock and cost-of-living averages, 
periods and in interpretation of data. 


BALANCED FUNDS 


American Business Shares —.... -...- --_-. 


PSO ESS OE Eee 
——s ae .... 


Boston Fund —. SE eee 
Commonwealth Investment ee ee es 

Eaton & Howard Balanced - 

Fully Administered Fund (Group ‘Securities) : 
General Investors Trust —— —___. ______. 
I 

Johnston Mutual Fund - Wi Poe SD 

Nation-wide Securities** Se eer ee eeareee ee 


ee 


Comm ren re 
Mutual Fund of Boston**** Ee eee eer 
Scudder Stevens & Clark —.. = 
Wellington Fund - A eee eee eee 
Whitehall Fund . cee ee eee Dee 
Wisconsin Investment*** sh, 


AVERAGE: BALANCED FUNDS ._.... 
STOCK FUNDS 


Affiliated Fund*** = ee 
Broad Street iene Corp. . De Reale 
Bullock Fund - UT Gt Se LS Oe 
Delaware Fund _ 

Diversfiied Invest. Fd. “(Diversified Fd., Inc. +**) 
Dividend Shares _ il SOEANCIS Le N 
Eaton & Howard Stock - Sal are Ves 
Raa ERE Ue 2 De ee 


First Mutual Trust Fund _..-- == 
Fundamental Investors _.._ ===> 


Incorporated Investors _ 

Institutional Shares (Stock & Bond Group) _ oe 
Investment Co. of America = 
Investors Management Fund _...._-_>>> 
en ee TT... 
Loomis-Sayles Mutual Fund — 
Loomis-Sayles Second Fund 
Massachusetts Investors Trust >= 
Massachusetts Investors 2nd Fund 
Mutual Investment Fund —.- 
National Investors —.._ a ee a 
National Securities — Income*** ee 
New England Fund ene ee 
Selected American Shares _.._- 
Sovereign Investors __.._ Bae teat 
State Street Investment Corp. - cee ae Oe 
Wall Street Investing Corp. >>> 





AVERAGE: STOCK FUNDS __..._--- 
90 STOCK INDEX (Standard & Poor’s) _ 
CONSUMERS PRICE INDEX (B.L.S.) _-._— 


Base index number of 100 is the offering price 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
capital distributions to such date and the re- 


@Principal index begins after 1939 base date. 


+Ex-dividend current month. 
tHigh reached current month. 


and the characteristics and qualities of the investment of these companies. 


1 
12/31/35 


Principal 


109.9 
109.8 


109.0 
107.1 


105.2 
103.6 


107.7 
72.4 
88.3 

110.7 

114.2 

129.7 


117.4 
123.8 


92.8 


106.8 


106.7 


**Became balanced fund in 1945. 


6 7 
12/30/39 to 
10/31/51 
Principal 
Low High 
65.9 170.1 
71.4 $207.5 
83.1 $219.5 
60.2 166.7 
73.5 $213.7 
73.6 179.8 
69.4 156.6 
65.2 134.7 
73.5 157.0 

— 181.9 
59.6 135.5 

— 157.7 
69.2 145.8 

-— 161.9 
80.9 155.7 
75.0 162.2 

—— 192.9 
65.1 $222.7 
70.8 170.5 
50.2 224.9 
60.1 206.2 
61.0 190.9 
76.1 172.3 

—— 150.3 
62.1 4167.3 
62.7 209.1 

— $216.7 
59.2 127.2 
64.8 242.8 
63.9 237.3 

—= 174.4 
69.0 192.2 
67.7 216.5 
59.8 126.2 
74.2 191.7 
71.3 194.7 
59.7 181.3 
57.4 $203.8 
56.1 163.5 
60.7 241.9 
66.0 135.1 
61.4 +159.6 
60.9 +1734 
62.5 $135.0 
60.7 $220.9 

~ $207.6 
63.4 189.7 

— 189.4 
99.6 n186.6 
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7146.38.54 
+197.88,28 
hana 





7160.38.76 
206.58.84 


172.98.79 
141.68.90 
127.64.89 


152.34.27 


174.94.16 
132.44.41 
153.54.17 





191.84.63 
196.5§.16 
181.44.58 
164.28.11 
140.25.80 
+158.68.72 
200.68.67 
207.16.26 
93.38.22 
230.44.83 
2238.74.27 
+169.64.05 
186.04.06 
205.06.03 
+120.8P.73 
187.22.99 
188.98.20 
173.15.03 
195.48.52 
+156.12.63 
230.44.07 
105.46.84 
4154.58.88 
165.%6.14 
129.(@.69 
220.88.58 
202.74.18 


180.94.11 
182.2 


—_ 
_—i— 













COL, 17 represents Ptair 


the annual period 






month-end offering § 


CAPITAL GAIN WO 
distribution, if any, ® 
annual period. 






COMPANIES ORG? AFTE: 


on the date they 
or balanced funds i 


t—nine months’ period. 
n—new series; old, 186.5 








co# busines 
at the 


$*4) 
+909) 
+#9%9) 


19: 





TRUSTS AND ESTATES No 





K oJTUAL FUNDS 


sibilityfyed, in so far as compliance with the Statement 
is con the employment in whole or in part of this 
ssuersmters or dealers. Principal indices for October 31, 
ear in@eember 1950 issue and current income returns 
Octo&§951 offering prices are available on request. 
| soon to a revised short form index. 
















16 | 17 18 19 20 
10/31/ 12 mo. Div. %| Prin. Less | 5-Yr. Avg. 


Cum. Cap. | Investment 
rest. Cap. | Distr. (Bid) . 
Principinc. Distr. 10/31/51 ncome % 














+146.38.54 5.02 $106.3 3.92 
+197,88,28 4.01 $162.7 4.31 
+209.94.13 2.32 4166.9 3.84 
1a 1.94 $136.8 3.98 
2006.58.84 1.92 178.0 3.70 
172.98.79 2.00 161.2 3.79 
141.68,90 80 119.4 3.76 
taf 2.94 108.0 5.15 
152.34.27 2.12 127.0 4.13 @ 
169.9 — @ 
108.5 4.15 
152.1 = @ 
123.9 3.97 
149.9 — © 
135.5 3.65 
127.2 3.60 
179.0 —_ 
164.3 2.76 
136.5 3.99 
191.84.63 8.49 118.4 5.27 
196.56.16 2.40 168.1 4.87 
1814.58 2.65 156.7 4.13 
164.24.11 2.98 94.1 3.40 
140.25.30 me 133.7 5.74 @ 
$158.68.72 2.60 | +131.6 4.39 
200.68.67 3.24 176.2 3.57 
207.15.26 1.99 184.4 4.86 @ 
93.38.22 ses 72.0 3.97 
230.44.88 1.35 202.8 3.98 
223.1.27 2.68 184.9 4.92 
+169.611.05 4.51 $136.6 4.33 
186,011.06 2.66 139.8 4.11 
205.06.08 4.70 168.4 4.28 
+120.8P.73 4.79 | + 81.6 3.73 
187.2B.99 5.43 129.0 3.14 
188.98.20 7.06 144.5 3.44 
173.15.03 nn 167.8 4.94 
195.48.52 3.25 166.5 3.71 
$156.12.68 5.93 $138.4 3.17 
230.44.07 3.84 196.3 4.17 
105.45.84 ae 94.9 6.13 
+154.58.88 5.11 $135.3 3.86 
165.95.14 1.44 140.3 4.50 
129.(4.69 assis 105.3 4.18 
220.98.58 2.61 170.6 3.45 
202.14.18 os 202.7 3.54 e 
180.9f.11 3.56 147.4 4.03 


182.2) — — a _ 


_—ij— 


rice &. 30, 1939. 


presents @tained by dividing such dividends accruing over 
period th the stated date by the average of the twelve 
offering ding on the corresponding date. 

GAIN 2 ON column (18) represents percentage of 
if any, Pital gains or any other sources, for the current 


tS ORGP AFTER 1939 are given an initial index number 
they cofbusiness equal to the average of all those stock 
funds iP at the time. 


045. ***Not included in balanced or stock average. 
2.1 *Name changed from Russell Berg Fund. 
****Name changed from Nesbett Fund. 
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Closed-End Investment Share 
Prices Increase 


Prices of closed-end investment com- 
pany shares increased with few excep- 
tions during the third quarter of the 
current year. In the same period the 
Dow-Jones Composite Average rose 
12.9%. Three issues (excluding op- 
tions) sold at a premium over asset 
value on September 28th at the end 
of the period, according to analysis of 
data furnished by the National Asso- 
ciation of Investment Companies. These 
were the Lehman Corporation priced at 
4.4% over asset value. Overseas Secur- 
ities at 5.3% and General American In- 
vestors at 6.57. Discounts ranged to as 
high as 42.7% in the Case of Shawmut 
Association, approximately one third of 
whose assets are in shares of controlled 
suburban banks. 

Of particular interest to fiduciaries 
are the non-leverage general portfolio 
companies, that is, those having only 
one class of security outstanding and 
concentrating their investments in no 
particular industry. The following in- 
cludes data on these funds furnished by 
the Association in addition to computa- 
tion of the annual investment income re- 
turn of nine of the companies. Com- 
parable return for the Connecticut In- 
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qi) (2) (3) (4) (5) 
Approximate Divs. 
Market Net Asset Diset. (-) Latest Per Cent 
Price Value per sh. or Fiscal Return 
9/30/51 9/30/51 Prem. (=) Year (4)+(1) 
Adams Express ___. = , $40.80 -19.1% $1.52 4.61% 
American International - . 22% 26.56 -15.3 1.33(b) 5.89 
Boston Pers. Prop. Trust .. 251% (a) 31.68 -19,.7 1.45 5.69 
Connecticut Inv. Mgt. Corp. _ 3% (bid) 5.44 31.1 0.27 (c) — 
Consolidated Inv. Trust _. 295% (a) 31.44 - 58 1.45 4.89 
Insuranshares Certificates _.. 124s (a) 14.46 (f) -16.6 0.30 2.49 
Lehman Corporation _.... 70% 67.75 = 44 2.26(d) 3.19 
National Shares Corporation . 30% (a) 36.23 -15.5 1.31(e) 4.28 
Niagara Share “B” _._.._.___ 18 7s (a) 24.79 (g) -26.1 0.87 4.75 
Shawmut Association 164 29.21 42.7 0.80 4.78 
Average Return 4.51 
(a) Mean between bid and asked prices. ‘ 
(b-e) Plus the following amounts paid from realized capital gains: 
(b) $0.56 (c) $0.13 (d) $3.58 (e) $0.99 
(f) After deducting $1.72 a share reserve for taxes on unrealized appreciation. 
(g) After deducting $1.38 a share reserve for taxes on unrealized appreciation. 





vestment Management Corp. is not in- 
cluded because only the bid price is 
available for the given date. Returns 
ranged from 2.49'% to 5.897 and av- 
eraged 4.51‘. Some of the companies 
held varying amounts of governments 
and cash during the period along with 
common stocks. 


Caution should be exercised if com- 
parison is made with the returns 
open-end companies which are publish- 
ed monthly in the Henry Ansbacher 
Long Index of Mutual Funds. 
are computed on an average of the last 
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twelve month-end offering prices rather 
than any current spot price as below. 
Dividends from investment income also 
are those paid during the immediately 
preceding twelve months in contrast 
with those of the latest fiscal year shown 


above. 
A A A 


Ex-Banker Sees Mutual Funds 
and Banks Working Together 


It is necessary to do a good job of 
explaining mutual funds and investment 
companies to bankers for they are con- 
stantly being queried by their customers 
about relatively investment 
media, T. J. Herbert. formerly 
president, American National Bank and 
Trust Co., Chicago, and now vice presi- 
dent, Diversified Funds. Inc. and Man- 
hattan Bond Fund. 
Mutual Funds Conference in Chicago. 


these new 


Inc.. 


In defining the area in ge ~— 
fund sales are concentrated, Her- 
bert presented an unusually fiscal pic- 
ture of how the services of the bank 
and_ investment company 
each other, pointing out that, with their 
functions properly understood, there 
could be little ground for competition: 

“It is generally agreed that the eco- 
nomic purpose of mutual investment | 
funds is to provide investment sarge 


supple ment 


fication and supervision for modest ac- 
cumulations of capital. We are not in 
competition with the banks for most of 
this business:—they are not geared to 
handle it. Even where a bank maintains 
a common trust fund. (which is the 
banker’s own mutual investment fund) 
the bank seldom encourages the estab- 
lishment of trusts of less than $10,000. 
In the larger banks which conduct an 
investment business, accounts 
of less than $50.000 are not considered 
desirable business. There are thousands 
of banks that offer neither of these com- 
petitive services.” 


counsel 
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AMerican- Standard 


PREFERRED DIVIDEND 
COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared, 
payable December 1, 1951 to stock- 
holders of record at the close of business 
on November 21, 1951. 

A dividend of 25 cents per share and a 
special dividend of 50 cents per share on 
the Common Stock have been declared, 
payable December 15, 1951 to stock- 
holders of record at the close of business 
on November 21, 1951. 


AMERICAN RADIATOR & STANDARD SANITARY 
CORPORATION 
JOHN E. KING 


Vice President and Treasurer 


30 ROCKEFELLER NEW YORK 20, 


PLAZA N.Y. 


A quarterly dividend of $1.00 per 
share has been declared on the 
$4 Cumulative Preferred Stock 
payable December 15, 1951 to stock- 
holders of record at the close of busi- 
ness December 1, 1951. 

A quarterly dividend of $.50 per 
share and a year end dividend of 
$1.00 per share have been declared 
on theCommon Stock payable 
December 10, 1951, to stockholders 
of record at the close of business 
November 26, 1951. 

CLIFTON W. GREGG, 
Vice-President and Treasurer 


November 7, 1951 


Southern California 
Edison Company 


DIVIDENDS 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 7 


CUMULATIVE PREFERRED STOCK 

4.88% SERIES 

DIVIDEND NO. 16 
The Board of Directors has author- 
ized the payment of the following 
quarterly dividends: 

25% cents per share on the 
Cumulative Preferred Stock, 
4.08% Series; 

30Y4 cents per share on the 
Cumulative Preferred Stock, 
4.88% Series. 

The above dividends are payable 
November 30, 1951, to stock- 
holders of record November 5, 
1951. Checks will be mailed from 
the Company's office in Los Ange- 
les, November 30, 1951. 

P.C. HALE, Treasurer 
October 19, 1951 





Corporate Profits Squeezed by 
Taxes and Costs 


Operating reports for the second and 
third quarters evidence the growing 
squeeze in corporate earnings after 
taxes due to receding volume and high- 
er costs, with the bite of higher normal, 
surtax and excess profits income taxes 
retroactive to April first the greatest 
factor. Reports from 490 companies in 
manufacturing, mining, trade and ser- 
vice industries, compiled by the Na- 
tional City Bank of New York, show 
third quarter net income after taxes of 
approximately $1.1 billion, off 28% 
from the 1950 third quarter. In the 
second quarter, the corresponding de- 
cline was 7‘¢ and in the first quarter 
a gain of 17%, 
sented the tapering-off from the post- 
Korean buying bulge of the last half 
of 1950. 


which period repre- 


While a few major industries have 
managed to resist the trend to lower 
net profits, three out of every four re- 
porting companies in the third quarter 
showed smaller profits than in 1950. 
With a corporation combined normal 
and surtax income tax rate of 52%, 
plus excess profits tax of 30°. , well over 
half of operating earnings are now ear- 
marked, Not surprisingly. the uptrend 
in dividends has been checked, with 
third quarter dividends on all New 
York Stock Exchange listings 4°% below 
1950, according to “The Exchange.” 
Because of the dividend impetus of 
early 1951. however, dividends for the 
first nine months are still 9°7, ahead of 
1950. 


In addition to the adverse factors 
cited, dislocations in raw materials sup- 
ply, inventory controls, and higher labor 
and over-all costs have taken their toll, 
with a leaner profit margin on the sales 
dollar. Sales volume of 305 reporting 
companies for the first nine months, 
covering the larger companies in major 
manufacturing lines, showed total sales 
of $44.2 billion, up 20% over 1950, 
representing a 37‘% jump in earnings 
before taxes. But after Federal taxes of 
$5.3 billion, nearly double those of 
1950, net income after taxes decreased 
by nearly 9%. Expressed otherwise, 
taxes averaged 62‘; this year against 
44‘; last year. 


Estimates of the Department of Com- 
merce indicate that the national income 
increased during the 1951 second quar- 
ter to an annual rate of $274 billion, 
up $5 billion from the first quarter. Dis- 
tribution of the national income by 
source shows that the percentage share 





of corporate profits after inventory valu- 
ation adjustment rose during the last 
half of 1950 and the first half of 1951 
from 14.5% to nearly 16%. The esti- 
mated tax impact reduced the after-tax 
profits for the first two quarters of 
1951, however, to nearly 7% from a 
peak of 1014% of the national income 


in the 1950 second half. 





Union CarBwkE 


AND CARBON CORPORATION | 


UCC) 


A cash dividend of Fifty cents 
(50¢) per share on the outstanding 
capital stock of this Corporation 
has been declared, payable Dec. 1, 
1951 to stockholders of record at 
the close of business Nov. 2, 1951. 


KENNETH H. HANNAN, 


Secretary 



















Bank) Consecutive 


Stock _ Dividend 
rporation 


@ Directors of First Bank Stock 
Corporation, Minneapolis, Min- 
nesota, on October 17, 1951, de- 
clared a quarterly dividend of 30c 
per share on outstanding capital 
stock, payable December 10, 
1951, to stockholders of record at 
the close of business November 
20, 1951. 


E. O. JENKINS, President 





Materials Handling Equipment 





YALE & TOWNE 


II\\| 252nd and 253rd 
Consecutive 
Dividends 
On Oct. 25, 1951, an 
extra dividend, No. 252, 
of $0.50 per share, was 
declared by the Board of 
Directors out of past earn- 
ings, payable on Nov. 21, 
1951, to stockholders of 
record at the close of 
business Nov. 5, 1951. 
The Directors also de- 
clared dividend No. 253, of $0.50 per 
share, payable on Jan. 2, 1952, to stock- 
holders of record on Dec. 10, 1951. 
F. DUNNING 


Executive Vice-President and Secretary 


THE YALE & TOWNE MFG. CO. 
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Only STEEL can do so many 


THIS PICTURE was taken through a foot of steel with the help of a periscope 
mounted in the 11-ton steel doors of one of the new “hot cells” for atomic 
research at Brookhaven’s hot lab. The vessel in the picture is filled with a 
solution containing uranium. The infra-red lamps grouped around the 
vessel are used to heat the solution. Brookhaven’s hot cells, built for ex- 
periments too hot to handle by ordinary laboratory methods, are lined with 
U’S‘S Stainless Steel, and backed by concrete walls three feet thick. 


AMERICAN BRIDGE COMPANY « AMERICAN STEEL & WIRE COMPANY and CYCLONE FENCE DIVISION ¢ COLUMBIA STEEL COMPANY © CONSOLIDATED WESTERN | STEEI 
TENNESSEE COAL, IRON & RAILROAD COMPANY ¢ UNION SUPPLY COMPANY e UNITED STATES STEEL COMPANY e¢ UNITED STATES STEEL EXPORT COMPANY | UNITE 
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Wisse Be 


YOU'D BE SURPRISED how many products of United 
States Steel are used in a modern dairy barn. To name 
just a few: Universal Atlas Cement for durable floors; 
National Pipe for water lines and cowstalls; Stainless 
Steel for milking and milk-storage equipment, and 
frequently, steel roofing and siding for the barn itself. 
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THE SPRING’S THE THING that keeps many 
machines for home and office operating 
smoothly and efficiently. This type- 
writer spring, for example, furnishes 
driving power for the entire machine, 
operates the draw-bar, controls the 
spacing, works the ribbon mechanism. 
U.S. Steel manufactures millions of 
American Quality Springs every year 
for jobs of every description. 


the USA. ... 


This trade-mark is your guide 
to quality steel 
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STEEL CORPORATION «© GERRARD STEEL STRAPPING COMPANY ¢ GUNNISON HOMES, INC. 
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EVER WONDER how they get those new cars ’way up there on those big 
auto trailers? Here’s how .. . by the use of steel loading skids. These steel 
skids must be strong enough to support the heaviest cars. And although 
12 feet long, they must be light enough for one man to handle. That’s 
why many of them are made of strong, weight-saving U-S‘S COR-TEN 
steel, one of the famous high-strength steels made by U:S. Steel. 





ALL ASHORE! It takes plenty of steel to 
produce military equipment like these 
Marine Corps Amtracks. Today, prac- 
tically all units of the industry, includ- 
ing United States Steel, are steadily 
expanding their steel-producing capac- 
ity to help meet both defense and every- 
day needs. 


FACTS YOU SHOULD KNOW ABOUT STEEL 


Every minute in the first quarter of this year, an average of 200 tons of steel was made in 
enough to build a diesel locomotive, two box cars, and 80 yards of track. 


UNITED STATES STEEL 
Helping to Build a Better 


NATIONAL TUBE COMPANY 
UNITED STATES STEEL PRODUCTS COMPANY e¢ UNITED STATES STEEL SUPPLY COMPANY e¢ UNIVERSAL ATLAS CEMENT COMPANY e VIRGINIA BRIDGE COMPANY 


YUCA 





OIL WELL SUPPLY COMPANY 
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Women’s Finance Forums 


BANK WOMEN TELL HOW TO PUT THEM ON 


HE bank’s public relations are vast- 

ly improved by Women’s Finance 
Forums, and “the greatest profit to both 
sponsor and customer is derived for the 
trust department with estate planning,” 
Mrs. Margaret A. Cheney told the As- 
sociation of Bank Women at their 
twenty-ninth annual convention in Chi- 
cago, September 27-30. Mrs. Cheney, 
director, women’s division public rela- 
tions department, Merchants National 
Bank & Trust Co., Syracuse, and first 
speaker at the Round Table on Finan- 
cial Forums for Women, discussed “The 
Place of a Forum in a Public Relations 
Progam.” 


“The first forum was held in Osh- 
kosh, Wisconsin in 1927, with twelve 
classes, covering banking services, in- 
vestments, laws every woman should 
know, budgets, income tax and trust 
services. In 1930 three classes were held 
covering banking investments and trust 
and in 1931 one class on banking and 
economic changes. I helped organize a 
similar women’s informational banking 
service for our women stockholders in 
1939. We expanded to include depositors 
in 1940 and small group meetings were 
continued through the years until 1949 
when we first advertised the meetings to 
the community at large as the “A B C’s 
of Banking.” These proved so successful 
that the larger finance forum in the fall 
of 1950 was assured. 


“In 1939 the meetings began with a 
group of men stockholders who had been 
very enthusiastic about their bank’s new 
regime. Our president finding that they 
understood little about their bank and 
bank changes since 1933 undertook to 
relate to them information he had re- 
cently acquired. These meetings were 
so successful we felt some lectures for 
women stockholders should be included. 
Our president was the only speaker, his 
theme being the history of banking and 
the types of financial institutions and 
their functions. The next year we had 
three series of meetings for women. 
These were also mostly stockholders and 
a few of the larger depositors, and were 
called “Advisory Groups” as they were 
asked for suggestions for improvements 
in our banking services. On leaving they 
were presented with an envelope con- 
taining a fresh five dollar bill. 


“In 1949 and early 1950 a new list of 
women was compiled, and an invitation 


mailed with the monthly statement to 
all commercial depositors. This was the 
series called the “A B C’s of Banking.” 
However, we found that many did not 
open their statements or if the husband 
opened it, he did not notice or bother 
to give it to his wife. We also announced 
these meetings in the Sunday papers with 
the subject for the week, the speaker and 
an invitation to the women of the com- 
munity. As our space was limited in the 
bank lounge, we asked to have ac- 
ceptances phoned in. We had to divide the 
acceptees and hold six meetings in all, 


and soon after began planning for the , 


autumn Women’s Finance Forum, hold- 
ing it outside of the bank where larger 
accommodations could be had. 


“Four of us in the Public Relations 
Department worked on the development 
of of the list. We contacted women’s 
clubs to obtain, if possible, their lists of 
members; names were selected from our 
own lists of lawyers and trust and safe 
depositors; but our commercial accounts 
were not included. I still think it was a 
mistake not to again ask all of our com- 
mercial accounts. We also wrote the wives 
of our Directors asking them to submit 
lists. This was a great help and they 
were most cooperative. We kept an alpha- 
betical file so were able to catch dupli- 
cates. 


“We did not try direct selling at any 
time. Some of our officers were present 
at all meetings and introduced the 
speakers. At each meeting the ladies 
were cordially invited to come to the 
bank with any questions they might have. 
This has developed nicely for seldom a 
day goes by without some of them com- 
ing in with a problem or question. We 
believe that education of the public is 
the important issue, that we have made 
more friends and that eventually new 
business will come in. 


Forums make good public relations 
because they are evidence of the bank’s 
interest in the community. They provide 
opportunity to discover the need for more 
services for a particular customer, and 
we have continued keeping our women 
informed by mailing to them timely 
pamphlets such as “Women’s New Re- 
sponsibilities” and “Money Management.” 
Investment and insurance brokers ap- 
preciate their women customers having 
a better knowledge of money matters and, 
therefore, better relationships are estab- 
lished between them and the bank. 


“To customers the forums provide 
greater knowledge of bank functions, tax 
and inheritance laws, and the value of 
insurance and investments. However, the 
greatest profit to both sponsor and cus- 
tomer is probably derived for the Trust 
Departments with estate planning. Per- 
haps most important of all, an oppor- 
tunity is provided for explaining the 
Agrerican Free Enterprise System to 
t§yaie who may have known least about 
M@iid yet have one of the greatest stakes 
‘s preservation. 









Arrangements for Forums 


he Round Table, conducted by Miss 
‘le F. Thompson, assistant secretary, 
on Dime Savings Bank, New York, 
.. turned to the subject of Arrange- 
Miss Mary Ida 
t‘errell, assistant vice president, South- 
Bank of Norfolk, described 
how her bank had approached the set- 
ting up of a Forum. 


mers, presented by 


ern who 


“Our first objective, in planning our 
Woman’s Financial Forum, was to ar- 
range a program that would attract a 
sufficient number of ladies to make the 
occasion worthwhile, both for ourselves 
and for our guests. We therefore decided 
that the Forum should be conducted 
where the environment would be inviting 
and dignified, and selected the Norfolk 
Country Club, located three miles from 
down town Norfolk and an even shorter 
distance from the better residential sec- 
tions. We were fortunate in having on 
our Panel two ladies of outstanding abil- 
ity and experience — Mrs. Margaret 
Kennedy, well known in the securities 
field, and Dr. Mary Dare Haithcock, Pro- 
fessor of Psychology and Education of 
the City College, New York City — who 
were of invaluable assistance to us in 
arranging the details of our Forum, 
and made a most favorable impression 
on those in attendance. 


“We provided a reception and luncheon, 
to precede our Forum. With the thought 
that we would thus have a better oppor- 
tunity to introduce those present to the 
members of the Panel, as well as to our 
special guests. We made it clear in our 
invitations and notices, however, that 
those unable to attend the reception and 
luncheon would be equally welcome at 
the Forum. 


“We invited the Women’s Club of Nor- 
folk to become co-sponsor and the assist- 
ance given us by its members convinced 
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us that our decision was a wise one. The 
directors of the Women’s Club, in addi- 
tion to serving as members of the Re- 
ception Committee, were made our special 
guests. Others attending the luncheon 
paid a moderate charge to the Country 
Club. All other expenses, including the 
cost of the reception, were paid by our 
bank. Punch (unspiked) and cake were 
served by the members of the Woman’s 
Club, as well as young ladies from our 
bank, and those doing so seemed to feel 
that we had honored them by allowing 
them to be of service. We selected a Sat- 
urday afternoon for our Forum in order 
to enable those employed by banks and 
other business establishments to be pres- 
ent. There were 150 ladies present at 
our reception and luncheon and a total 
of 204 at the Forum. Mrs. Alice Brewer 
White, Director of the Woman’s Program 
of one of Norfolk’s principal radio sta- 
tions (WTAR), served as moderator and 
contributed much to the success of the 
undertaking. The Panel was composed 
of Mrs. Kennedy, Dr. Haithcock and my- 
self and the subjects discussed were 
“Planning for Financial Future,” by Mrs. 
Kennedy; “Banks and their Services to 
Women,” by myself; and “The Psycho- 
logical Benefits from Financial Security,” 
by Dr. Haithcock. Mrs. Herbert L. Jones, 
President of the Woman’s Club of Nor- 
folk, welcomed the guests with a few 
well chosen and gracious remarks. 

“The entire program, other than the 





“question and answer” period, was broad- 
cast by Radio Station WTAR, as a pub- 
lic service. We were assured by many. who 
heard the broadcast, that they gained 
much practical knowledge from the dis- 
cussions and we were congratulated for 
having made the program available to 
them. I believe that future similar For- 
ums should also be televised if the cost 
is not too great. 

“Mrs. White, our moderator, often re- 
ferred to the Forum in her radio pro- 
grams and the newspapers of Norfolk 
gave us a liberal news coverage. Formal 
invitations were addressed by us to the 
members of the Woman’s Club of Nor- 
folk, the Norfolk Quota Club and the 
other Women’s Clubs. In addition, invi- 
tations were sent to the wives of stock- 
holders and a large number of cus- 
tomers. 

“Should the management of our bank 
decide to sponsor a second similar Forum, 
it is my belief that practically the same 
procedure would be followed as we em- 
ployed last year, and that it would attract 
an even larger attendance.” 


Selection of Topics and Spea‘ers 


The remaining top’c of ithe Round 
Table 


jects 


Selection of Speakers and Sub- 
Mrs. 
Dolde. assistant vice president, Albu- 
querque National Bank. 

“The selection of subjects and speakers 


was discussed by Lillian 





will depend to some extent upon the 
amount of money your bank decides to 
budget for its Women’s Finance Forum. 
Certain subjects can be covered more 
advantageously with a small group in 
attendance, while others are of general 
interest, so the anticipated attendance 
will be a factor in choosing both subjects 
and speakers. 


“Included in the A.B.A. kit Number 9 
Public Relations Series — Finance For- 
ums for Women, you will find extremely 
helpful suggestions for selecting speak- 
ers. Also Mr. Carl A. Bimson, executive 
vice president, Valley National Bank, 
Phoenix, has recently completed a 
statistical report on Women’s Finance 
Forums, compiled from questionnaires 
sent to 2500 financial institutions in the 
United States. This report shows that 
the subjects used most are: 


Personal Financial Planning 
Wills, Estates, Trusts and Taxes 
Life Insurance and Social Security 
Investments 


Function of the Bank, Banking Ser- 
vices and Facilities 

Real Estate or Home Ownership 

Women’s Role in Our Economy 
Some banks have used also such topics 
as “Government Securities and the Fed- 
eral Reserve System,” “Women and the 
Economie Viewpoint,” “Your Economic 
Dollar.” 


We maintain complete trust 


services for individuals and corporations. We invite your 


inquiry whenever we can be of assistance in this area. 


CITY NATIONAL BANK 


AND TRUST COMPANY of Chicago 
208 SOUTH LA SALLE STREET 





(MEMBER FEDERAL DEPOSIT INSURANCE CORP.) 
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Seattle Public Library 











“In order to fit your Forum to your 
community, it is recommended that you 
take an opinion poll of a group of wo- 
men in advance as to what subjects they 
want included. This might include: 


Officers of local Women’s Clubs 
Women Educators 

Women Civic Leaders 

Homemakers 

Business and Professional Women 
Women Stockholders and Customers 


“It is generally agreed by those I 
consulted that subjects for a first Forum 
should deal with fundamentals which 
many men in business consider ele- 
mentary. This can be followed by an 
advanced Forum for Women. 


“The most important factor in your 
Forum planning is obtaining good 
speakers. It is not enough that the 
speaker is familiar with her subject. 


“Each speaker should be accepted, with- 
out question, as an authority and whether 
man or woman, should have the women’s 
viewpoint, be aware of the feminine slant 
on the matter under discussion, and 
should have appeal to women audiences. 


“They should be tactful, diplomatic, 
persuasive and able to instruct without 
“talking down.” It is much easier, and 
far more enjoyable to listen to someone 
who has a sparkling personality and a 
keen sense of humor than to sit through 
a long technical dissertation, delivered 
in a monotone by someone of colorless 
personality. You know, women don’t have 
to attend our Forums — and they won’t 
unless they find them enjoyable. 


“Tt is strongly recommended that the 
first lecturer in the series be an out- 
standing speaker, with a warm person- 
ality and a great deal of charm, as the 
success of the first meeting will have 
a definite bearing upon the success of 
the entire program. 


“Some of you are wondering where you 
can obtain four to six speakers with all 
these qualifications, particularly those 
communities situated long distances from 
metropolitan centers, or in towns where 
there are no colleges or universities. 


“Look first to your own bank staff — 
particularly for discussing such topics as 
Personal Financial Planning. A Corre- 
spondent Bank may be able to furnish, 
or recommend, someone who is qualified. 
Correspondent banks were instrumental 
in helping us secure two of the speakers 
who appeared on our own program. Con- 
sider speakers who have appeared on 
other forums, a pretty safe bet in that 
you can know in advance how enthusi- 
astically they were received by other wo- 
men audiences. Several of the prominent 
members of our own A.B.W. have been 
frequent Forum speakers. Mr. Jaqua, 
Director of the Institute of Insurance 
Marketing, Southern Methodist Univers- 
ity, told me his score was 17. 
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“College Professors are possible speak- 
ers, and authors of outstanding books. 
Mr. Edgar Scott, author of “How to 
Lay a Nest Egg” was one of the speakers. 


“You might use someone from your 
own bank, or a correspondent bank to 
discuss “Personal Financial Planning,” 
“Functions of the Bank, Banking Ser- 
vices and Facilities,’ etc. On Invest- 
ments, look to your own bank, or a cor- 
respondent bank, or a stock exchange 
firm. If you have more than one stock 
exchange firm doing business with your 
organization, bear in mind the competi- 
tive angle. 


“The Program Chairman of your local 
Life Insurance Association can probably 
suggest a speaker to discuss Life Insur- 
ance and Social Security. Someone from 
your own Trust Department can discuss 
Wills, Estates and Trusts — or your own 
bank attorney. This speaker should be 
familiar with the laws of your state and 
a specialist on the subject. You may have 
someone in your Mortgage Loan Depart- 
ment who can handle the subject of Real 
Estate Mortgage Investments, or you 
may contact your local Real Estate 
Board. 


“Should you decide to present a lec- 
ture on the Economic Situation, you 
might consider the Head of the Economics 
Department of the State University, a 
speaker from your nearest Federal Re- 
serve Bank, or a consulting economist 
from one of the corporations in your com- 
munity. 


“Most of the people I consulted in 
gathering information for our own For- 
um advised against attempting to cover 
more than one subject at a single ses- 
sion, unless closely related as in the case 
of Life Insurance and Social Security. 


“Opinion was varied as to the advis- 
ability of working with speakers in ad- 
vance. One person said, ‘Let them know 
what you expect them to accomplish in 
the 50 or 60 minute lecture period. Im- 
press upon them that they teach their 
audience, in language easily grasped by 
the average woman, with an awareness 
of the feminine slant on the subject.’ An- 
other wrote me ‘Do not be reluctant to 
ask for a copy or outline of the talk at 
least two weeks in advance. It will be 
helpful in handling advance publicity and 
might eliminate duplication by other 
speakers.’ When you have the outline 
in advance, you can be pretty certain 
that the speaker has given time and 
thought to the preparation of the ma- 
terial. My own feeling is that it may not 
be practical, or even possible, to super- 
vise the preparation of the talk. You can 
give an idea ef what you want, and 
speakers may be guided by examples of 
forum talks included in the Forum Kit. 
It might make the job easier for the 
speaker, and you are more likely to be 
satisfied with the results. 


“By all means do allot time for ques- 
tions and answers following each lec- 
ture. It is my opinion that women learn 
as much, if not more, during this part 
of the program as from the speaker’s 
presentation. We had our own Bank 
Attorney speak on Wills, Trusts and 
Estates at the final meeting in our series, 
He took his assignment so seriously that 
he attended each of the preceding ses- 
sions. He was so impressed by the at- 
tentiveness of the women in the audience, 
and the variety and intelligence of ques- 
tions asked, that he brought one of his 
legal associates to the meeting to help 
answer questions which might stump him, 


“We cannot stop with only one forum 
series. The women won’t let us. We have 
made them thirsty for more, and it is 
up to us to quench that thirst. We, as 
bankers, have a responsibility to our 
customers and to the women of our com- 
munities to furnish the information they 
seek in their earnest desire to plan their 
own economic security. 


A A A 


Community Bank Advertising 

A picture of a sailing vessel in dry 
dock calls attention to the story of 
establishing a ship repair center in Mo- 
bile in 1917 in one of a series of 50th 
anniversary ads by Merchants National 
Bank. The series is entitled “Days That 
Live In Mobile History.” Community 
relations are fostered also in an ad 
headed “William A. Dyche—One of 
Evanston’s Outstanding Citizens.” With 
a picture of Mr. Dyche in the upper left 
corner, and one of the bank in the 
lower right, State Bank & Trust Co. 
tells the story of his leadership in com- 
munity life. 


“A Tribute to our Great Commun- 
ity!” starts the first of a series of Sat- 
urday ads featuring the McKeesport. 
Pa., area which are being used by 
First National Bank to build community 
relations. Text of the first ad says the 
series will “pay tribute to school teach- 
ers, ministers, physicians, merchants. 
home builders, Scouts and Civic Clubs.” 





“This Is San Francisco”—with a pic- 
ture of Golden Gate bridge—titled a 
poetic description of the city published 
by Bank of America N.T.&S.A., in Sep- 
tember with this additional message: 
“Delegates to the Japanese Peace Con- 
ference: San Franciscans have always 
loved their city, and we among them 
hope you will enjoy your stay here. In 
an endeavor to add in some small way 
to your convenience, we are making 
special banking facilities available to 
you in the lobby of the Veterans Build- 
ing, Civic Center.” 
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BANK WOMEN DISCUSS NEW TRUST BUSINESS 


ANY small trust departments 

started merely to round out the 
bank’s services, but despite lack of 
promotional activity the departments 
grew, said Miss Lucille Mason, assist- 
an trust officer, Simmons National Bank, 
Pine Bluff, Ark., at a Round Table on 
Trusts at the Association of Bank 
Women Convention in Chicago, Sep- 
tember 27-30. The session was moder- 
ated by Miss Virginia K. Wood, secur- 
ity analyst, Trust Company of Georgia, 
Atlanta. As the department grows, those 
interested in the bank’s progress begin 
to think of means of developing it so 
that it may be not only self supporting 
but profit-producing, Miss Mason de- 
clared. A typical program includes 
newspaper advertising, radio, direct-by- 
mail solicitation, and personal contact. 


“While direct results cannot be ex- 
pected from newspaper and radio adver- 
tising, they are of great value in making 
the public trust minded and will con- 
scious. Our department has had excellent 
response from direct-by-mail advertising. 
From time to time we enclose folders and 
blotters in the bank’s monthly state- 
ments; we have sent personal letters — 
or a series of letters — to a selected list 
of prospects; to this same group we have 
mailed booklets purchased from the 
American Bankers Association or some 
trust advertising agency. (One of these 
that we feel was very effective is Wives, 
Husbands and Wills, by the Association’s 
Helen Knox and Betty Stuart.) Recently 
we mailed the series of six folders that 
had been handwritten by Marvin Mobley. 
The style as well as the message in these 
folders seems especially personal, and 
we were well pleased with the appeal 
they made. 


“For this list we selected only people 
with at least a fair-sized estate. Making 
the list is no problem, for in a small 
city the bank heads are usually familiar 
not only with a man’s financial worth, 
but with the source of his property. 


“While this list is made up of people 
of comparative wealth, in our bank we 
welcome trust business from people of 
moderate means, and we try to let this 
be known. The commission on a number 
of even $5,000 estates is not negligible 
for a small bank, and usually an estate 
of this size can be handled with a min- 
imum of expense and work. In Arkansas 
the statutory fee is 10% of the first 
thousand, 5% of the next four thousand, 
and 3% on all over four thousand — 
so that the fee for administering a $5,000 
estate is $300. 
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“It is so with guardianships, also. A 
number of guardianships come to us 
from the Veterans Administration. In 
volume they are not unprofitable, and 
the bank rather enjoys acting as a social 
agency, which is necessary in the case 
of some veterans’ accounts. Handling the 
accounts of incompetent veterans and 
the minor children of incompetent or de- 
ceased veterans, gains invaluable pub- 
licity for the bank. A number of estates 
have come to us as a direct result of 
Veterans Administration business. 


“Part of our advertising is directed 
strictly to members of the bar. Each year 
we send every lawyer in town a lawyer’s 
desk book, with a pertinent message, 
soliciting their good will and cooperation. 
A disinterested attorney told me recently 
that a good lawyer was always glad to 
see a bank appointed in a fiduciary 
capacity, and was more familiar with 
the advantages of a corporate fiduciary 
than the average person. He said the 
reason for objections at times to a bank’s 
appointment was that some lawyers felt 
the bank’s own attorney received all legal 
business in connection with estates and 
guardianships. We have tried to correct 
that impression, and some of our good 
trust business is brought to us by law- 
yers. 

“Our bank employees, too, have been 
responsible for directing new customers 
to the trust department — and part of 
our business building plan has been to 
inform employees of trust department 
services. 

“While all these methods have aided in 
building the business, we feel that our 
best results have come from the efforts 
of our officers and directors. When our 
trust department was new, a single fee 
to the department was larger than any 
single fee we have had since. Compensa- 
tion that the president of the bank re- 
ceived for administering the estate of a 
millionaire who had named him person- 
ally as his executor, was turned over 
to the trust department, because, the 
president said, he would not have been 
nominated except for his connection with 
the bank and for the confidence reposed 
in the bank by the testator. We know 
that often the bank would not be nom- 
inated except for the confidence reposed 
in one or more of the officers. 


“And the directors! They can be of 
inestimable value in building business. 
A St. Louis bank is said to publish twice 
a year an advertisement which reads, “I 
am making use of the services of the 
(and the name of the bank is given) in 
connection with any estate, and have 
named it as my executor or trustee.” 


Following that statement is the facsimile 
signature of each director. 


“Finally, we consider nothing more im- 
portant in building business than cus. 
tomer relations in the department itself, 
I believe that women are peculiarly fitted 
for customer relations work in the trust 
department. Their understanding, their | 
willingness to be of assistance to their 
customers in personal as well as business 
ways, brings great good will to the de- 
partment. I know a trust woman, who, 
at the request of her customers, has per- | 
formed so many services, shall I say 
beyond the call of duty, that the men 
in her department have chided her about 
it. They tell her she should learn to say 
NO. But when I see the recognition that 
has come to this woman from her bank, 
the regard and appreciation of her cus- 
tomers, I accept as true the maxim, “A 
woman’s career, like her caresses, may 
depend on her YESSES.” 


SE 


Estate Planning 


The second speaker was Mrs. Mae R. 
Cooke, trust officer, Torrington (Conn.) 
National Bank, whose address on “Ad- | 
ministration of Estates” was not made | 
available. 

Miss Regina Timmer, assistant trust 
officer, Marine National Exchange Bank, 
Milwaukee, final speaker on the panel, 
said that estate planning should be a 
vital concern of everyone who had ac- 
cumulated property. 

“An Estate Plan will include: estimate 
of administration cost and of death taxes; | 
report on the adequacy or inadequacy of | 
liquidity; a resulting plan which will 
serve best to carry out the objectives of 
the customer. 


“Today, with values where they are, 
more estates are of a size that makes 
them subject to the Federal Estate Tax. 
If you were to make a quick mental sur- 
vey of your bank’s customers, I am sure 
you could name quite a list whose worth, 
including life insurance and jointly own- 
ed property, exceeds the $60,000 which 
brings an estate into Federal Estate Tax 
brackets. 


“A well-developed Estate Plan may en- 
tail just one conference at which the 
Trust Officer gains enough information 
to go about figuring the plan, but more 
often several conferences are indicated. 
Any Estate Plan in order to be effective, 
must be tailor-made to suit the circum- 
stances and aims of the customer. 


“A Trust Officer should explain care- 
fully to his customer just what is in- 
volved in the development of an Estate | 
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Plan, so that he may know the why of 
what goes on. This instills confidence and 
he will more freely impart the needed 
family and financial data. The individual 
does not promiscuously give out such in- 
formation, but when he understands that 
it actually constitutes the brick and mor- 
tar for building his Estate Plan, there is 
usually no hesitation. 


“Information along the following lines 
is necessary: 


1. Family status of customer and his 
objectives in the disposition of his 
property. 

2. Estimate of the maintenance re- 
quirements of family. 


3. Detail of nature and extent of pres- 
ent assets and how those assets are 
held, — jointly or otherwise. 


4. Nature and extent of any jointly 
owned property, and with whom 
held. 

. Status of life insurance — how and 


to whom payable and the type of 
contracts. 


or 


6. Customer’s prospect for adding to 
his holdings. 


7. Existence of any trust created by 
or for him. 


8. If he has a spouse, nature of her 
present and prospective holdings. 


“Before taxes played such havoc, joint 
tenancy in states where it is permissible, 
was a vehicle commonly substituted for a 
more formal Estate Plan. In Wisconsin, 
for instance, for Inheritance Tax pur- 
poses, jointly owned property may be 
taxed at half its value; however, owning 
propery in joint tenancy presents some 
serious draw-backs which may vitiate the 
slight tax advantage. 


“On the other hand, the estate held 
in trust under a will may be saved from 
taxation in the succeeding estate of a 
man’s wife, or other beneficiary. Gifts, 
in trust or outright, are also effectively 
used as a tax-saving measure in certain 
instances, by taking advantage of the 
general tax-free exemptions plus the an- 
nual tax-free deduction. Where charitable 
remainders are set out properly in a 
living or testamentary trust, a tax-sav- 
ing may also be realized, and by the 
same token, insurance trusts are ef- 
fectively used in Estate Plans. 


“Almost everyone owns life insurance, 
but, in most cases, it is acquired with 
no thought to an Estate Plan. A recent 
experience emphasized this. The insur- 
ance beneficiary was a stranger in blood 
to the decedent, and a non-resident of 
the State of Wisconsin. The estate proper 
of the decedent, under the will, was dis- 
tributable to brothers and sisters. The 
estate, being in excess of $60,000 was 
subject to Federal Estate Tax, and the 
will was silent on the question of death 
taxes. We immediately notified both the 
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beneficiary and the insurance company 
that there would be State Inheritance 
and Federal Estate Taxes payable by 
reason of the insurance, and that the 
estate would have to be reimbursed. The 
insurance company as promptly advised 
us that they are not required to withhold 
insurance money for death taxes and that 
they would pay the proceeds to the named 
beneficiary on a cash settlement basis. 
Fortunately, the insurance beneficiary 
was friendly to the estate and on de- 
mand the tax was reimbursed. Had the 
insurance beneficiary been unfriendly, 
the estate might have been put to a great 
deal of trouble and expense in its at- 
tempt to recover the tax money, especial- 
ly because the insurance beneficiary lived 
outside the jurisdiction of the Court of 
Probate. It might have become more in- 
volved had an option settlement been 
made. That is where Estate Planning 
comes in, — a good Plan will obviate 
such situations. 


“An estate of over 
$60,000 also has the 
“Marital Deduction” 
problem. While this 
tax-free deduction is 
permissible, it does 
not always work to 
advantage tax-wise; 
particularly in the 
case where the spouse 
has a separate estate 
of any consequence. 

“The Marital De- 
duction constitutes a 
tax-free deduction in 
the estate of the first 
spouse to die, but these 
tax-free assets. be- 
come taxable in the 
estate of the surviv- 
ing spouse. It is therefore imperative, 
in working up an Estate Plan, that 
a projection be made of the tax angle 
in the estate of the spouse, taking 
into account the Marital Deduction assets 
to be realized from the estate of the first 
spouse. Only then can you determine 
whether there is a tax advantage. 


“Another problem is the case of a cus- 
tomer who is sole owner of a business, 
or owner of a large stockholding in a 
closely held corporation. Another quick 
review of your customer list will produce 
the names of many who fall into this 
classification. An Estate Plan for such 
a customer is frequently developed with 
the aid of an attorney and sometimes an 
accountant, to clear up the legal and 
accounting entanglements. 


“Once the Estate Plan has been devel- 
oped through the coordinated efforts of 
the Trust Officer, the customer’s attorney, 
and where necessary the insurance repre- 
sentative and accountant, it devolves up- 
on the attorney to translate the plan 
into the language of a will and any other 
necessary legal instruments.” 





Republic National Wins 
Advertising Award 


The top Socrates’ Award, given an- 
nually by Bank Ad-Views to the bank 
in the United States and Canada whose 
advertising program has made the 
greatest contribution to bank relations 
with the public, has been presented to 
Republic National Bank of Dallas for 


the year ending October 1951. 


During the year the advertising ex- 
ecutives who make up the board of 
judges examined thousands of news- 
pare ads from banks. 


Commending the excellent work of 
vice president J. Lewell Lafferty and his 
staff, the judges gave the following 
reasons for assigning to Republic Na- 
tional Bank the Socrates’ High Award 
of the Year: 
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“The ads show that the creative 
spirit behind them knows intimately the 
lives and actions of the people it tries 
to reach. Situations which are used for 
illustrations of sales points are common 
every-day occurrences with which the 
customer is familiar.” 


“The illustrations and art work are 
realistic and show characters that are 
vigorous, fresh and alive looking, and 
they are presented in situations that 
are completely plausible. Headings are 
clever and have catch phrases that stim- 
ulate the intelligence and persuade the 
reader to follow through the strong 
copy.” 

“The bank not only uses its adver- 
tising to build business for itself, but 
devotes equal emphasis on _ building 
a strong community about it. Its public 
relations promotions are excellently 
handled and its influential voice is 
raised in the promotion of better com- 
munity welfare.” 
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AUTUMN FINANCE FORUMS 


HE interest of American women in 

Finance Forums grows even faster 
than the number of forums being of- 
fered. Further information on forums 
reported in last month’s issue reveals 
that tickets for the Tootle-Lacy National 
Bank, St. Joseph, Mo., forum were ex- 
hausted the first day they were avail- 
able, and that Title Insurance & Trust 
Co., Los Angeles, turned away more 
people than the 1,300 admitted to the 
theatre and received so many requests 
from women who talked with women 


To Serve You 
in Canada 


* 


Our business is that of a trust 
company; we are not engaged in 
banking. 


Incorporated and organized in 
1889, we now have assets aggre- 
gating hundreds of millions of 


dollars under our administration. 


If you have, or want to acquire, 
any kind of property in Canada, 
we can serve you. Our Managers 
and Trust Officers 


rienced and reliable, and we be- 


are expe- 


lieve our Investment and Real 
Estate Departments have excep- 
tional ability and facilities for 
advising and aiding those who 
wish to participate in the devel- 
opment and expansion of Can- 


ada. 
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who were present that the bank is re- 
peating the program on March 20. 


Four hundred women registered in 
Perth Amboy, N. J., for the “Women 
and Money” series sponsored by First 
Bank & Trust Co. Meeting on Thurs- 
days in the high school auditorium, this 
current series includes addresses on 
“Your Money” by Dorothy Williams, 
public relations counselor, Bank of New 
York and Fifth Avenue Bank; on 
“Wills, Trusts and Taxes” by Mrs. 
Nancey Staub, assistant secretary and 
assistant trust officer, Morristown Trust 
Co.; and on “The Future for Your 
Money” by Dr. Marcus Nadler, New 


York University professor of finance. 


The first women’s finance forum in 
St. Petersburg, Fla., takes place this 
month on three successive evenings— 
19, 20, 21—sponsored by Union Trust 
Co. Speakers at the first two sessions 
will be Miss Dorcas Campbell, assist- 
ant vice president and public relations 
director, East River savings Bank, N. Y.., 
and Miss Louise Watson, executive of 
R. W. Pressprich & Co. On the third 
night Professor Kenneth L. Black, Uni- 
versity of Florida Law School, will 
speak on “Wills, Trusts and Taxes.” 

A Women’s Advanced Forum will 
start November 20 in Buffalo, sponsored 
by Manufacturers & Traders Trust Co., 
to be held Tuesdays in the Hotel Statler 
with afternoon and evening sections. 
Topics and speakers will be: 

Current Financial and Economic 
Conditions, by Dr. C. C. Abbott, Har- 
vard University. 

Investment Securities, by Franklin 
Cole, Franklin Cole & Co., N. Y. 

Casualty Insurance, by C. 
Blake, Travelers Insurance Co. 

Property Insurance, by Kenneth H. 
Erskine, Royal Liverpool Group. 


Edwin 


Estate Management Problems, by Gil. 
bert Stephenson. 


The demand for tickets for the Citi- 
zens First National Bank & Trust Co, 
forum in Ridgewood, N. J., exceeded 
the capacity of the Woman’s Club by 
220 with the result that the bank has 


announced a second forum. 


October forums not previously re. 
ported in these columns included Stam. 
ford Trust Co., Conn., with lectures on 
“Investments” by president Harold E, 
Rider, on “Wills, Trusts and Taxes” 
by Warren F. Cressy, Esq., and Judge 
Norris E. Pierson, both attorneys and 
directors of the bank, and on “General 
Banking Practices” by a panel of five 
senior bank officers who will devote the 
entire period to answering questions. 
A second series will be conducted by 
the bank in cooperation with the Stam- 
ford High School adult education de- 
partment, and will cover “Functions of 
a Bank.” A third series, in conjunction 
with the Stamford Woman’s Club, will 
take up “Bank Services and General 
Practices.” All speakers will be from 
the “official bank family.” 

Equitable Trust Co., Wilmington, 
Del., started October 24 a 
three forums on “Your Money, Today 
and Tomorrow.” The speakers listed 
were Elizabeth H. Walker, public rela- 
tions consultant on “Our Economic 
World and Your Pocketbook;” George 
C. Barclay, vice president, City Bank 
Farmers Trust Co., New York, on 
“Wills, Trusts and Taxes;” and Marion 
Stevens Eberly director, women’s divi- 
sion. New York Institute of Life In- 
surance. 


series of 


Citizens & Southern National Bank, 
Augusta, sponsored a five session forum 
covering Life Insurance, Investing in 
Stocks and Bonds, Investing in Real 
Estate Mortgages or a Home, and Wills, 
Trusts and Estates. Speakers on these 
subjects in the same order were Gordon 
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Roy M. Huff, Vice President and Trust Officer 
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Siefkin, dean of School of Business Ad- 
ministration, Emory University; Jack 
F. Glenn, assistant president, Citizens 
and Southern National Bank, Atlanta; 
L. L. Gellersted, executive vice presi- 
dent, C. & S.; and Harvey Hill, vice 
president and assistant trust officer, 
C. & S. 

The first forum series in Sioux City 
began October 16 under sponsorship 
of Security National Rank. The program 
for the four meetings scheduled R. F. 
Patterson, dean of school of business, 
University of South Dakota, to speak 
on “Women in the American Economic 
Scene” and Arthur C. Regan, vice 
president, First National Bank, Minne- 
apolis, to address the second session. 
On the third week Howard L. Johnson, 
vice president and trust officer of Se- 
curity National, spoke on “Trusts and 
Wills” and the final session took up “In- 
surance” with A. R. Jaqua. director of 
the Southern 
Methodist University, as speaker. 


institute of insurance, 


Following enthusiastic reception of 
last year’s forum on money manage- 
ment, Elmira (N.Y.) Bank & Trust Co. 
opened its 1951 women’s finance forum 
at the Mark Twain Hotel on October 17 
with Mrs. Elizabeth Harrison Walker, 
public relations counsel, speaking on 
“Our Economic World and Your 
Pocketbook.” On the three following 
weeks the speakers were: Joseph Tracht- 
man, attorney and New York legal edi- 
tor of Trusts AND EstaTEs, on “Effec- 
tive Will and Trust Planning”; Bascom 
H. Torance, vice president, City Bank 
Farmers Trust Co.. New York. on 
“Guideposts to Wise Investments;” and 
for the final meeting a panel of local 
bankers outlining ways in which a local 
bank can serve the people. 
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Attention Arresters in 


Trust Ads 


A picture of sixteenth century Monta- 
cute House with the parenthetical words, 
“Property of the National Trust,” heads 
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MONTACUTE HOUSE, (Preperty of the National Trust.) 


The building of this famous old Somerset house was in progress in the 
last year of the sixteenth century and it was built for Sir Edward Phelips, 
at one time Speaker of the House of Commons and a leading figure in 
the indictment of Guy Fawkes. 

The house itself is approached ty garden structures in the same archi- 
tectural vein as the facade, so that one regards the house as the logical 
climax of the architect's conception. 
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a current British ad in London’s Econ- 
omist. The ad gives a brief description 
of the famous house and grounds, then 
states that “Martins Bank acts as Execu- 
tor and Trustee and provides security, 
skill and continuity of management at 
moderate fees.” At the bottom are list- 
ed the trust department branches. 


“Why don’t you talk to the people at 
Chase?” This question appears below 
a two-thirds page picture of two busi- 
ness men talking over a cup of coffee 
in the Pullman diner. It is followed by 
the speaker’s explanation of how the 
“highly integrated Public Utilities De- 
partment” at Chase National Bank, New 
York, had solved a problem for him. 
The adjoining column of the facing 
page is headed with a smaller replica 
of the picture, says in bold type “The 
following day I did talk to Chase,” and 
tells the second man found the 
answer to his problem. This technique 
would lend itself very well to presenta- 
tion of trust department services. 


Three books entitled “Trusts and Es- 
tates,” “Living Trusts” and “Agency 
Accounts” are pictured at the top, and 
a hand at the bottom, of an /ndiana 
National Bank, Indianapolis, ad which 
invites the reader to call on the trust 
department for consultation and states 
“In any trust matter, the friendly hand 
of the Indiana National welcomes you.” 


how 


is the title for a 
discussion of executors in an ad from 
First National Bank, Akron. The text 
points out that the bank provides many 
safeguards against needless expense and 


“False Economy” 


loss, without costing any more than 
an individual would receive as 
pensation. On the same subject is the 
heading, “Don’t Believe It if Someone 
Tells You Settling an Estate is an Easy 
Job for an Inexperienced Friend or 
Relative.” This statement from First Na- 
tional Exchange Bank, Roanoke, is re- 


com- 


inforced by explanatory text and a pic- 
ture of the man who is saying emphatic- 
ally, “Don’t believe it!” 


“Until your job is done—their future 
is left to chance” appears under a de- 
lightful picture of a father taking his 
three young children for a canoe ride. 
The text of this ad from First National 
Bank, Newport News, stresses the need 
of a properly drawn will and runs the 
following verse: 

For want of a will 
Their share was lost. 
For want of their share 
Their income was lost. 
For want of their income 
Their home was lost. 


“You can get lost in a forest .. .” with 
picture of a man wandering among the 
pine trees, starts a discussion of the need 
for guidance—spiritual, medical, finan- 


cial—which Houston Bank & Trust Co. 


uses to stress the importance of legal 


For most of us, life is an adventure on explorauon 


through an unmapped forest of problems 


At many points, we must paute for guidance —spintual 
guidance, medical guidance, hnancial guidance 


Isn't st amazing how many people do not realize that, 
from the cradle to the grave, legal guidance « one of 


the most important safeguards available to them? 
Moxt of your undertakings might be consuderably 
umpliied with the ad of your attorney—and you 
should always have an attorney 


This suggestion is based on the long and varied expeni- 
ence of the Houston Bank & Truss Company 


HOUSTON BANK & TRUST COMPANY 


Glablithed 


me 4! renee 
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advice. The text says, “ ... legal guid- 
ance is one of the most important safe- 
guards available . . . . and you should 
always have an attorney.” 


“See Yourself As Your Family Sees 
You” leads into a considera'ion of life 
insurance in a Lynchburg (Va.) Trust 
& Savings Bank ad which suggests that 
the reader “confer with your life under- 
writer today” if there is any doubt that 
the amount of his insurance is adequate 
for his family. Along the same line is 
an ad showing a hand holding some 
badly shrunken dollars and asking, 
“Have you Outgrown your life insur- 
ance?” The text enumerates possible 
changes—earning power, standard of 
living, births, illnesses, rising prices— 
and suggests that a trust officer of 
Wachovia Bank & Trust Co., Winston- 
Salem, will cooperate with the reader’s 
life underwriter and attorney in work- 
ing out an adequate estate plan. 


A picture of business men conferring 
in a plant office is followed by “Con- 
sider the Benefits to be Gained from 
Naming the Security as Trustee of your 
Employee Benefit Trust!” in a Security 
Trust Co., Rochester ad which describes 
the permanence, impartiality, expertness 
and economy available in such an ad- 
ministration. 
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MILLION DOLLAR ROUND TABLE HIGHLIGHTS 


PENSIONS — ESTATE PLANNING — BUSINESS INSURANCE 


PECIAL consideration was given the 

pension problems of small busi- 
nesses in a discussion led by Miss Doris 
Montgomery, C.L.U., manager and at- 
torney of New England Mutual Life’s 
pension business department, at the 
Million Dollar Round Table* meeting at 
Coronado, Cal., on September 23. Pen- 
sion business is not as complicated to 
handle as some agents are inclined to 
think but on the other hand the prob- 
lems involved should not be over-simp- 
lified, she said. There is a large field for 
business among non-profit organizations 
now under social security for the first 
time. They have limited funds for pen- 
sions but with social security benefits 
as a base they can provide fairly ade- 
quate retirement benefits at a cost of 
about 5‘% of salaries. Self-administered 
pension plans are not appropriate for 
small firms and individual policy plans 
have no competition where there are 
less than 25 employees covered, accord- 
ing to Miss Montgomery. 


Washington reports indicate that 
there will be no special Wage Stabiliza- 
tion Board ruling on pensions until 
after the first of the year, Miss Mont- 
gomery stated. However, she advised 
taking advantage of the special Treas- 
ury Department ruling which permits 
the recovery of funds placed in pension 
trusts if Wage Stabilization Board ap- 
proval is not forthcoming. The Wage 
Stabilization Board has approved this 
procedure. Special permission applica- 


tions should be filed with the Board. 


The main purpose in pension plan- 
ning is to find a satisfactory solution to 
the employer’s problem, Ralph E. Fos- 
ter, Canada Life, Toronto, said. There 
are three tangible factors which have 
to be analyzed: 1. Age of employees. 
2. Years of service. 3. Earnings. If 
possible, the company’s earnings figures 
should be secured. Mr. Foster uses 
charts to show the employer the age 
distribution frequency, the service pat- 
tern and salary distribution. For ex- 
ample, where there is a large distribu- 
tion of younger ages, the cost is low. 
The years of service chart aids in de- 


*MDRT is composed of members of the National 
Association of Life Underwriters who write at 
least $1,000,000 a year, subject to certain qualifi- 
eations and standards. In 1951 it consisted of 949 
members. 
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termining e&gibility requirements. The 
employer isnot too interested in exact 
figures. There are also intangible fac- 
tors. It is necessary to find out whom 
the employer wants to benefit from 
the plan; o.d timers, wage earners, sal- 
aried personnel or himself, Mr. Foster 
remarked. 

T. James Brownlee, Equitable Society, 
St. Louis, feels that where there are 
less than 40 employees covered a pen- 
sion trust should be used but that such 
individual policy plans should not be 
used if there are more than 200 em- 
ployees. The difficulty is that some firms 
subsequently grow and some _ reduce 
their number of employees. In compar- 
ing costs, Mr. Brownlee declared that 
the death benefits before and after re- 
tirement justify any difference in cost 
between individual policy and group an- 
nuity plans. 

Warren F. Coe, Penn Mutual, Osh- 
kosh, Wis., reported that he has 28 
pension cases on the books averaging 
$10,500 a year in premiums. This type 
of business is more satisfactory than 
negotia’jng with unions or dealing with 
boards §f directors, especially when one 







of the Mirectors has a “friend in the 
busine@g” In seeking pension business 
from 4@all firms it is possible to deal 
with q™@# man. He finds that employers 
and t™mir C.P.A.’s in his community 
shy aW™y from fixed commitments and 
like fit-sharing plans. He recom- 


mends@that 50% of the profits shared 
be inv®sted in life insurance contracts 
and 50% held in other investments. 
After a sufficient reserve is created to 
take care of the premium payments in 
lean years, additional insurance con- 
tracts can be purchased. Employers feel 
that a reserve of five times the annual 
premium cost is sufficient. In discussing 
this type of arrangement Mr. Coe refers 
to the retirement income provided under 
the insurance contracts as the “guaran- 
teed” part of the benefits. 


Estate Planning 


Problems of estate planning were 
covered by a panel in charge of Denis 
B. Maduro, New York attorney, assisted 
by James M. Hamill, Equitable Society, 
San Francisco, Robert Rogerson, Penn 
Mutual, Lansing, Mich.; and Clarence 


E. Smith, C.L.U., Northwestern Mutual, 
Chicago. The panel agreed that there 
was a trend toward specialization and 
that the estate planning field will be | 
further specialized during the next 10 
years. Mr. Maduro said that before an} 
underwriter can become an estate plan. | 
ner he should serve an interneship by 
doing modified estate analysis where the 
prospect’s assets consist mainly of life 
insurance policies. He then can graduate | 
to include other assets in his planning. 

Mr. Maduro said that four important 
points to consider in estate planning 
Marital deduction. 2. Income 
taxes. 3. Gift taxes. 4. Powers of ap- 
pointment. To take care of the simultan. 


are: l. 


eous death problem in regard to marital 
deduction, Mr. Maduro said that it was 
advisable to include a provision in the 
husband’s will that if there be any ques- | 
tion of whether he or his wife died first, 
it is to be presumed that the wife out- | 
lived her husband. He feels that the 
Treasury Department will respect such 
a provision. In regard to gifts to minor 
children involving annual gift tax ex- 
clusions, Mr. Maduro advised appoint- 
ing a guardian to have him handle the 
transaction. 


Business Insurance 


the 


problems of business insurance, Richard | 


In opening the discussion on 
H. Forster, Los Angeles attorney, out- 
lined a number of simplified conclu- 
sions. The worst danger in departing 
from the standard partnership buy and 
sell pattern is the Legallet problem, he 
said. 

“Assume that the AB partnership is 
a retail grocery and has only inven- 
tory,” Mr. Forster said. “If A dies and, 
B cannot include the life insurance pro- 
ceeds in his cost basis. B will realize 
ordinary income as the inventory is 
sold. Assume that a can of beans costs 
the AB partnership 8c. On B’s death, 
A would have a 4c cost basis and real- 
ize 4c more income on the sale than 
he would realize if he were able to 
include the insurance proceeds in his 
cost basis. This means that upon the 
sale of all of the inventory the survivor 
would realize ordinary income to the 
full extent of the difference between the! 
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ums he had paid for the insurance. The 
Legallet problem can possibly arise if 
the survivor does not have actual re- 
ceipt of the proceeds, if the survivor 
has not paid all the premiums, or if 
the survivor has not owned all incidents 
of ownership without limitation up to 
the death of the insured.” 


If there are more than two partners, 
the Legallet problem does not arise on 
the death of one, nor will it arise so 
long as any of the partners continue to 
do business as partners in the same 
partnership, Mr. Forster pointed out. 
However, it will arise on final dissolu- 
tion of the partnership. This results 
from the growth of the entity theory 
in partnership income tax law. 

The use of settlement options is a 
departure from the fool-proof formula 
and may present the Legallet problem, 
problems with creditors, and problems 
with pretermitted heirs. If settlement 
options are used, they should be used 
only under an arrangement whereby 
the survivor has the absolute and un- 
controlled right to demand the lump 
sum payment of proceeds as he chooses 
to do so. Most companies will issue poli- 
cies adaptable to this situation, under 
the terms of which the 
demand the proceeds for a period of 
one to two years after death, Mr. Fors- 
ter said. If the survivor fails to make 
and has received credit 


survivor can 


the demand 
for the proceeds on the purchase price 
of the deceased partner's interest, the 
proceeds then become payable under the 
settlement options. 


The Legallet problem is less serious 


under a stock purchase and sale agree- 
ment. Since stock is a capital asset, the 
worst that can happen is that if and 
when the survivor disposes of his stock, 
he will have a capital gain. If he holds 
it six months or more, it will be a long 
term capital gain. If he holds it until 
death, the gain will never be subjected 
to income tax, Mr. Forster pointed out. 


Because of renegotiation and possible 
future cancellation of war contracts, 
there should be considered in many 
cases a method of revaluation of the 
partnership interest at some time sub- 
sequent to death, Mr. Forster advised. 
“For example, the completion of the 
sale can be made subject to either party 
requesting at any time within a year 
a new appraisal as of the date of the 
request, using the same formula as that 
used as of the date of death.” Mr. 
Forster also mentioned the desirability 
of having a specific provision as to what 
happens to the share of the partnership 
income attributable to the deceased part- 
ners partnership interest between the 
date of death and the carrying out of 
the agreement. 


Vincent A. Milletti, Northwestern Mu- 
tual, Newark, on the panel with Mr. 
Forster, said that he included a_ pro- 
vision for the periodic revaluation of 
stock. Edwin G. Davies. Manufacturers 
Life. Los Angeles, pointed out that the 
surviving stockholder-employees of a 
close corporation are interested in high 
salaries rather than dividends while the 
widow of a deceased stockholder is 
primarily interested in dividends. Thus 
the major stockholders are at cross pur- 
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pose. The other panel member, J. Well- 
don Currie, New England Mutual, Mi- 
ami, said it is best to stay away from 
complex plans and to sell indemnifica- 
tion. He said careful attention should be 
given the resolution passed by the firm’s 
board of directors in establishing busi- 
ness insurance plans. It should describe 
the plan in detail and should be checked 
by the attorney so that it coincides with 
whatever agreements that are made. 


A AA 
NABAC Elects Lichtfeldt 


At its 27th Annual Convention in 
New Orleans last month, the National 
Association of Bank Auditors and 
Comptrollers elected Clarence H. Licht- 
feldt president. Mr. Lichfeldt is comp- 
troller of the First Wisconsin National 
Bank, Milwaukee, and was formerly 
head of the Income Tax Division of 
Wisconsin. ; 

Editorial awards for articles printed 
in the Auditgram, the association’s mag- 
azine, included a third prize to Arthur 
C. Suhrbier, assistant auditor, Conti- 
nental Illinois National Bank and Trust 
Co., Chicago, for his article “Trust 
Operations and Controls.” 
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ALIMONY and SUPPORT TRUSTS 


SIDNEY D. KRYSTAL 


Member of California State Bar, Los Angeles 


HE income from an alimony trust 

is taxable to the wife to the extent 
distributed to her, provided she is di- 
vorced or legally separated under a de- 
cree of divorce or of separate mainten- 
ance.' Otherwise the income distribut- 
able to the wife is still taxable to the 
husband. 


The provisions relating to income dis- 
tributed from an alimony trust differ 
from direct payments of alimony by the 
husband. The income from an alimony 
trust is taxable to the wife regardless 
of whether or not the trust was estab- 
lished as an incident to a divorce or 
legal separation. Regardless of when 
the trust was established or the reasons 
for its establishment, the income dis- 
tributable to the wife from and after 
the date of the decree of divorce or 
separate maintenance is taxable to her. 
The only requirements are (1) that the 
trust be created by the husband, (2) 
that the income be distributable to the 
wife for her own use and not for the 
support of minor children of the hus- 
band, and (3) that the wife be divorced 
or legally separated under a decree of 
divorce or separate maintenance. 


Furthermore, it is only the income 
of the trust that is taxable to the wife. 
Payments to her from the corpus do 
not constitute taxable income to her un- 
less the alimony trust also qualifies un- 
der Section 22 (k) in which case the 
principal payments of the trust may also 
be taxable to the wife. 


Trust for Minor Children 


Income from trusts created for the 
support of minor children is taxable 
to the grantor to the extent it is actually 
distributed or applied for the support 
of minor children. In 1943 Section 167 
of the Internal Revenue Code was 
amended by the addition of subsection 
(c) providing that the income from a 
trust for minors is not taxable to the 
grantor merely because the income may 
be applied or distributed for the sup- 
port or maintenance of a minor benefi- 
ciary. This section applies even though 


1Section 171 Internal Revenue Code. 
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the grantor is trustee or co-trustee pro- 
vided the discretion to distribute or 
accumulate is vested in the grantor in 
a fiduciary capacity. Section 167 (c) 
also provides that if the amounts dis- 
tributed from the trust are paid out of 
corpus or out of other than income for 
the taxable year, they shall be consid- 
ered paid out of income to the extent 
of income of the trust for such taxable 
year. 


The theory of taxation of this type 
of trust income to the grantor is that 
it is his legal obligation.” If the trust 
is established by a grandparent of the 
minor children or some other person 
who is not liable as a matter of state 
law for the support of the minor chil- 


*See Comm. v. Schweitzer, 296 U.S. 551 (1935). 





These two articles conclude the series, 
begun in the January issue, of answers 
to questions submitted to the Panel on 
Income Taxes on Estates and Trusts, 
sponsored last year by the Title Insur- 
ance and Trust Co. of Los Angeles. This 


material is up to date. Omitted from the 
series were the responses on Charitable 
Trusts, by Melvin D. Wilson, because of 


the substantial changes made by the 

Revenue Act of 1950, and on Community 

Property, by Leon B. Brown, because 
limited largely to California Law. 





dren, the income distributed is not tax- 
able to the grantor but to the minor 
child. 

A trust may be established for dual 
or multiple purposes. If, for example, 
a husband creates a trust and provides 
that one-half of the income be distribu- 
ted to his divorced wife for her own 
support and maintenance and one-half 
to her to be used for the support and 
maintenance of the two children of the 
marriage, one-half of the income will 
be taxed to the wife and one-half to 
the husband. When the older child at- 
tains the age of twenty-one, only one- 
quarter will be taxed to the husband 
and one-quarter to such child. When the 
younger child attains the age of twenty- 
one, none of the income will be taxed 


to the husband. 





INCOME TAX ADVANTAGES of TRUSTS 


WALTER L. NOSSAMAN 


Member of California State Bar, Los Angeles; Panel Leader 


RUSTS offer the opportunity to di- 

vide income, thereby obtaining the 
advantage of lower rates, and less im- 
portantly, more exemptions. Manifestly, 
the same division could be accomplished 
by outright gifts. But it is only the 
trust device through which, first, man- 
agement selected by the donor can be 
assured; and second, an alternative dis- 
position if the beneficiary does not com- 
ply with certain conditions can be pro- 
vided; for example, if the beneficiary 
does not live to a certain age, or, if 
having power of disposition, does not 
dispose of the property in a particular 
way. It is these considerations which 
prompt the conclusion that for nearly 
all practical purposes, the trust is the 
preferred vehicle for transfers which 
are motivated in part at least by income 
tax considerations. 


Motive plays little part in such trans- 
fers. Where it is a question of saving 


death duties, the motive to avoid be- 
comes an affirmative factor in incurring 
them. The rule is different where income 
taxes are concerned. As long as the 
transaction is real, the transfer sub- 
stantial and not merely formal or illu- 


sory, it will stand inspection for income 


tax purposes even though the tax sav- | 


ing motive is admitted. 
Typical Saving Situations 
The following are typical situations 
where the total taxes paid in respect 


of particular income may be decreased 
through the use of the trust device: 


1. A man by his will divides his 
estate, or part of it, into two or more 
trusts or funds accumulating all or part 
of the income for specified persons or 
purposes. Each accretion of income will 
bear less of a tax burden than it would 
bear if all the income was accumulated 
in one fund (United States Trust Co. v. 
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Comm., 296 U.S. 481 (1936)). The 
same principle applies of course to inter 
vivos trusts. 

2. A grantor, having more income 
than he needs, creates a trust or trusts 
for his children. Whether the income is 
accumulated or paid out, it will bear 
lower rates than if it continued to be 
taxed in the grantor’s top bracket. 

3. The conferring of a discretion on 
the trustee. if otherwise practical, to 
accumulate or distribute 
result in a division of income between 
trust obtaining the 
benefit of lower rates (Comm: v. Guitar 
Trust Estate, 72 F. 2d 544 (1934) ). 


4. Discretionary power in the trustee 


income may 


and beneficiary, 


to determine what items are principal. 
what income, or to allocate expenses as 
between principal and income may have 
(Florence 

(1945; 


incidental tax 
H. Thornton. 5 
acq.)). 
5. The 
viding how depreciation and depletion 
deductible 
borne. or how 


consequences 

Ta. Base 
terms of the trust, by pro- 
items are to be 
(for 


example. taxable stock dividends or in- 


or other 
certain accretions 
come from wasting assets) are to be 
treated as between principal and income 
may affect income tax liabilities of trust 











tion 23 (1), I.R.C.; depreciation; May 
Chandler Goodan, 12 T.C. 817; 1949 
stock dividend). 


6. If the grantor is unhappily under, 
or exposed to, a liability to pay ali- 
mony, he can create a trust, even a rev- 
ocable trust, to carry the burden for 
him, and receive the benefit of the ap- 
propriate deduction or exclusion, as the 
case may be. The choice here is practi- 
cal, since a deduction may also be ob- 
tained by direct payments conforming 
to the statutory requirements (Sections 
22 (k). 23 (uj), I.R.C.). The divorced 
wife, the beneficiary of the trust, if one 
171, D.R.C.). will 


pay the tax on the income distributed 


is created (Section 


to her. 
7. In all inter vivos trusts, in particu- 
lar, including but not limited to the 
case where the grantor is trustee, at- 
tention must be given to the problems 
arising under Helvering v. Clifford. 
&. The 


affecting income tax liability must be 


limitations on the trust in 
observed. Although the possibility of 
the use of trust income for the support 
of the grantor’s dependents does not 
render him taxable if it is not actually 
so used (Sec. 167 (c). LR.C.). a differ- 
ent rule applies if the income may be 


Blumenthal, 296 U.S. 552; Reg. 111, 
Section 29.167-2), or to maintain insur- 
ance on his life (Section 167 (a) (3), 
I.R.C.), or is being accumulated under 
such circumstances that there is a rea- 
sonable possibility of its ultimate dis- 
tribution to the grantor (Altmaier v. 
Comm., 116 F. 2nd 162, C.C.A. 6 1940, 
cert, den. 312 U. S. 706). 


Here as elsewhere there are no abso- 
lutes, no fool-proof devices. Although 
every trust, existing or proposed, has 
to be examined in the light of its own 
purposes and provisions, it is plain that 
trusts offer in infinite variety not only 
the means of serving desirable practical 
ends, but of obtaining incidental income 
tax advantages. 


A AA 


Good Tax News Department 
Unique in contemporary legislation is 
the October action of the South Dakota 
law makers which reduced taxes by 
$8,000,000 a year in fulfillment of a 
promise made when a veterans’ bonus 
was authorized after World War II. 
From the special taxes, imposed at that 
time, the state has collected enough to 
retire the bonds which financed the 
$21,000,000 bonus and despite attempts 
to make the taxes permanent, the ma- 
jority kept faith with the voters by 
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REVENUE ACT 


(Continued from page 742) 


provides that termination payments re- 
ceived by employees based upon future 
profits are to be treated as long-term 
capital gains in certain situations. To 
qualify for the benefits of this new pro- 
vision the employee must: 

1. Have completed more than 20 years of 
service. 

2. Have the right to receive income for not 
less than five years after the termina- 
tion of his employment or prior death. 

3. Have possessed his rights to such distri- 
bution under tke terms of his employ- 
ment for a period of not less than 12 
years. 

4. Receive the total settlement in one tax- 
able year and after the termination of 
his employment, for the release or as- 
signment of his rights. 

By closely complying with the condi- 

tions outlined definite tax benefits are 
available under this Section. 


Abatement of Income Taxes for 
Servicemen (Sec. 334) 


A new Section 154 of the Code abates 
any income taxes due from a member 
of the Armed Forces of the United 
States who dies while serving in a com- 
bat zone or as a result of wounds, dis- 
ease or injury incurred while so serv- 
ing, providing such death occurs after 
June 24, 1950 and prior to January 1. 
1954. 


Distributions From Employees’ 
Trusts (Sec. 335) 


Section 165 (b) of the Code has been 
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amended to provide that where total 
distribution is made with respect to any 
employee’s interest under an employees’ 
trust, upon termination of service of 
such employee any securities of the em- 
ployer-corporation so distributed shall 
not be valued or taxed at their appreci- 
ated value. Thereafter the cost basis to 
the employee of the securities will not, 
of course, reflect the unrealized appreci- 
ation. 


The term “securities” is restricted to 
shares of stock, bonds, or debentures, 
whether they be with interest coupons 
or in registered form. Securities include 
securities of parent or subsidiary corpo- 
rations. 


Family Partnerships (Sec. 340) 


This amendment to Section 3797 (a) 
(2) of the Code is an attempt to clear 
up the uncertainty resulting from con- 
flicting Court decisions with respect to 
family partnerships. The amendatory 
language provides that a person shall 
be recognized as a partner if he is the 
owner of a capital interest in a partner- 
ship in which capital is a material in- 
come-producing factor whether or not 
such interest was acquired by gift or 
purchase. It restates the principle that 
income from property is taxable to the 
owner, 


The amendment further forth 
that the distributable share of a “donee 
family partner” shall be the same as 


sets 


provided in the agreement, except to the 
extent that reasonable compensation is 


not allowed for services rendered by 
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the donor. Nor can the earnings of the 
donee’s capital be greater, proportion. 
ately, than the earnings of the donor’s 
capital. Sale of an interest between 
family members is considered to be an 
interest acquired by gift. The family of 
any individual includes the spouse, an- 
cestors, lineal descendants and any 
trusts for the primary benefit of any of 
such persons. 


The amendments are effective with 
respect to taxable years beginning after 
December 31. 1950, but no inferences 
are to be thus drawn as to prior years, 
The changes reaffirm certain income tax 
saving avenues concerning which doubts 
have been cast in certain quarters over 
the last several years. 


Estate Tax Paid to Foreign Country 
(Sec. 603) 


Credit is now allowed for estate taxes 
paid to a foreign country with respect 
to property situated in such foreign 
country where it is includible in the 
gross taxable estate of the decedent. If 
the decedent is citizen of the 
United States, this foreign tax credit is 
allowable only if the foreign country 
allows a similar credit to the citizens 
of the United States. This Section also 
fixes specific limitations on the credit 
which resemble the limitations on the 
credit for income taxes paid to a foreign 


not a 


country. 


Estate and Gift Tax on U. S. Bonds 
of Non-Resident Aliens (Sec. 604) 


Section 604 of the 1951 Revenue Act 
requires that obligations of the United 
States issued on or after March 1, 1941, 
held by a non-resident alien decedent, 
shall be included in his gross taxable 
estate where such decedent died after 
the enactment of the 1951 Revenue Act. 
This applies to any non-resident alien 
not engaged in business in the United 
States at the time of his death. The law 
specifically excludes obligations issued 
prior to March 1. 1941. The Section 
amends the Federal gift tax law in like 


regard, 


Non-Resident Alien Estate Tax Ex- 
emption for Loaned Works of Art 
(Sec. 605) 


Works of art owned by a non-resident 
alien and loaned to American public 
galleries or museums which operate on 
a non-profit basis, or enroute to or from 
such public gallery or museum, shall 
not, if in the United States at the time 
of the death of the owner. be subject to 
Federal estate taxes. 
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Estate Tax Exemption for 
Servicemen (Sec. 606) 


The estate of any member of the 
Armed Forces killed while in active ser- 
vice or dying from injuries or disease 
suffered in such service shall be ex- 
empt from the additional estate tax, if 
such death occurs after June 24, 1950 
and before January 1, 1954. 


Transfers Taking Effect at Death 

(Sees. 607, 608, 609) 

Sections 607, 608 and 609 make cer- 
tain technical amendments to Section 
811 (c) of the Code to broaden the re- 
lief provisions of the Technical Changes 
Act of 1949. Thus, while Section 7 (a) 
of the Technical Changes Act afforded 
relief from the rules of Helvering v. 
Hallock and Est. of Spiegel v. Comm. 
for transfers made prior to October 8, 
1949, such relief was limited by Sec- 
tion 7 (b) of the Act to decedents dy- 
ing after February 10, 1939. The hard- 
ship to estates of persons dying before 
that time was aggravated by the fact 
that the Treasury Regulations issued on 
March 18, 1937 provided that property 
transfers should not be taxed because 
of a retained reversionary interest. To 
remedy this situation, Section 607 of 
the 1951 Act provides that transfers 
shall not be taxed as taking effect at 
death where the decedent died before 
February 11, 1939 and after March 18. 
1937. unless such transfer would have 
been taxable under the Treasury Regu- 
lations in force during such period. 
(b) of the Technical 
Changes Act provided that no estate tax 


Section 7 


would be imposed where transfers were 
made with a life estate retained prior to 
March 4, 1931. and in certain cases. 
prior to June 7, 1932. This relief was 
limited to decedents dying prior to 
January 1, 1950. Section 608 extends 
this relief to the estates of persons who 
died during 1950. 

Section 609 of the Act of 
1951 provides that transfers which were 
made prior to the enactment of the 
first estate tax law. September 8. 1916. 
shall not be taxed as transfers intended 


Revenue 


to take effect in possession or enjoyment 
at or after death. 


Excess Profits Amendments 


Amendments to the Excess Profits Act 
of 1951 are designed generally to give 
relief to specific groups of taxpayers. 
The changes most generally applicable 
are covered herein. New corporations 
enjoy the greatest share of such relief. 
Under the 1951 Act, separate maximum 
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excess profits tax rates have been pro- 
vided for each of the first five years 
of a new corporation’s existence. These 
rates, to be added to the income tax 
rates. start at 5‘% on income of $300.,- 
000 or for the first and second 
years of a new corporation, and in- 
crease each year until the maximum of 
14°% on such income of $300,000 or 
less is reached in the 5th year. Addi- 
tionally the new corporation is now, as 


less 


a result of amendment to Section 435 
(e) (1), permitted to use the growth 
formula in the computation in its ex- 
cess profits tax credit. 

Fiscal year corporations with taxable 
years ending after March 31, 1950, may 
also find additional relief in the com- 
putation of their income credit under 
the amendments. This particular class 
of corporations may now use a base pe- 
riod of 48 months ending March 31, 
1950, if that particular period produces 
the lesser tax. 

Offsetting the relief provisions is the 
reduction of the excess profits credit 
from 857 to 83% 


income 85% 
for taxable years ending after June 30. 


based on 
1951. Calendar year taxpayers will use 
84°; in 1951 returns. Fiscal year tax- 
payers will be required to apportion the 


increase by days before July 1, 1951 
and days after June 30. 1951. 
In Summary 

While the 1951 Revenue Act will 


undoubtedly be known for the tax in- 
creases it has effected. it also contains 
some badly needed “loop-hole plugging” 
and relief provisions. Some of these 





provisions have not been discussed 
herein, because of their limited appli- 
cation. 

Generally, it can be stated, however, 
that informed taxpayers will appraise 
the effects of this new Act on their busi- 
ness affairs and, where possible, offset 
the increased tax rates by taking ad- 
vantage of the relief provisions to the 
fullest extent. 


A A A 


Michigan Trust Meeting 


A record number of fifty-three mem- 
bers attended the Fall meeting of the 
Trust Division of the Michigan Bank- 
ers Association at Hidden Valley, Gay- 
lord. Mich., September 14th and 15th. 
At the first business session. Arthur C. 
Smith, Chief of the Estate Tax Divi- 
sion of the Internal Revenue Bureau’s 
Detroit office, discussed the mechanics 
and arithmetic in the compilation of the 
Marital Deduction on the Federal es- 
tate tax return. 


The second session on the 15th heard 
Harold A. Charter, trust officer of the 
Muskegon Trust Co., outline the Powers 
of Appointment Act of 1951. Hon. 
Frank L. McAvinchey. Probate Judge 
of Genesee County, spoke on the new 
statute affecting notices in probate ad- 
ministration. 

Reiner F. Lingelbach, vice president 
and trust officer of Citizens Commercial 
& Savings Bank, Flint. is the new 
chairman of the Trust Division, suc- 
ceeding Howard McB. Thurton, presi- 
dent of the Muskegon Trust Co. 
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Trust Council News 


The newly elected officers of the Es- 
tate Planning Council of Southeast Flor- 
ida are: (all of Miami) 


President, Lee C. Robinson — vice 
president and trust officer First National 


Bank. 


lst 
C.P.A. 


2nd Vice Pres., Winston W. Wynne— 
Connecticut General Life. 


Sec., Richard S. Pomeroy, Ill — 
Guardian Life. 


Treas., Edward C. Benjamin—C.P.A. 


Allen Tomlinson— 


Vice Pres., 


Chicago Life Insurance and Trust 
Council had as its speaker for the Octo- 
ber 24th meeting Paul E. Farrier, vice 
president in the trust department of 
The First National Bank. 


An informal discussion of Four Ques- 
tions Important to Estate Planning was 
the theme of the October 18th meeting 
of the Estate Planning Council of /n- 
dianapolis. The four panel leaders were: 
W. Oliver Cass, general agent, Mutual 
Benefit Life; Joseph E. Hamaker, C.P.A. 
of Parrish & Hamaker; Carter B. Tharp. 
trust solicitor, Flecher Trust Company; 
and Ted B. Lewis, attorney. The four 
questions submitted to the panel, by 
George E. Steigerwald, manager. Pru- 
dential Insurance Co., Indianapolis, 
were: 

1. Your client asks you whether he and 


his fellow stockholders should make an 
agreement with the corporation to buy 


the stock at an agreed price (a) dur- 
ing life, or if no sale then (b) at 
death; would you agree? Would you 
be concerned with Section 115 (g) of 
the Internal Revenue Code? 


bo 


. Your client is the sole owner of a 
business worth $100,000. He is mar- 
ried, has two small children. He would 
like to continue the business after his 
death for the benefit of his family. He 
has two key men in the business, but 
is not anxious to give up any control 
of a present interest if it can be avoid- 
ed. What legal instruments would you 
recommend ? 


3. What effect have recent Government 
rulings had on your advice to your 
clients: (a) concerning the expansion 


of their. business; (b) the problem of 





Seal of 
Estate Planning Council of Indianapolis 


incorporating a sole proprietorship or 
(c) borrowing money 
(d) the purchase of 


a partnership; 
for 
life insurance? 


expansion; 


4. What does the recent T.D. 5857 pre- 
scribe? In view of this regulation, 


what would you recommend in connec- 
tion with wills, trusts, life insurance? 


The Baltimore Life 
Council held its first dinner meeting of 
the New Year on October 23, featured 
by an address by Francis P. McGuire, 


Insurance Trust 
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associate counsel of Connecticut General 
Life Insurance Co., on “Some Current 
Aspects of Business Life Insurance 
Trust Agreements.” The following were 
elected officers of the Council to serve 
during the year: 

President, Ernest L. Poyner, assist- 
ant vice president, Union Trust Co. of 
Maryland; president, 
Brown, Jr., manager Baltimore Office, 
Prudential Insurance Co. of America; 
Secretary. Ronald D. Ball, assistant 
trust officer, The First National Bank of 
Baltimore: Treasurer, John Z, 
Schneider, manager - Baltimore Office. 


vice Robison 


and 





; 


| 


Connecticut General Life Insurance Co, 


Stuart F. 
Connecticut General Life Insurance Co.. 
of Estate 
Planning” at the October 16th meeting 
of the Detroit Life Insurance and Trust 


Smith, vice president of 


discussed the “Philosophy 


Council. 


Business insurance was the subject 
of the October 17th session of the Life 
Insurance and Trust Council of North 
Jersey, with New York attorney David 
Stock as the guest speaker. 


Kdward N. Polisher, author, teacher 
and attorney, discussed the estate tax 
problems of closely held business inter- 
ests, at the October 31st meeting of the 
Philadelphia Life Insurance and Trust 
Council. 


“Investments in Life Insurance Com- 
panies” was the subject of the principal 
address at the October 23rd session of 
the Pittsburgh Life Insurance and Trust 
Council. The speaker was Charles A. 
Spoerl, financial secretary and assistant 
treasurer of Aetna Life Afhliated Com- 
panies. 


Fort Worth Trust Council’s first meet- 
ing of the new season on October 15th 
heard Clarence E. Sample. vice presi- 
dent and trust officer of Mercantile Na- 
tional Bank of Dallas, speak on the life 
insurance trust as a modern solution to 
many estate planning problems. An un- 
usual feature of this Council’s monthly 
bulletin is the fact that the program of 
subjects of each meeting for the year is 
se! forth in the center fold, along with 
a statement of the history and objectives 
of the organization. 


The present wage stabilization situa- 
tion in relation to pension plans and 
group insurance was the topic of Joshua 
Glasser’s talk at the October 8th gather- 
the Life 


and Trust Council. Mr. Glasser is gen- 


ing of Vilwaukee Insurance 
era! agent of the Continental Assurance 
Company in Chicago. 
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Forum Considers Disposition 
of Business Interests 


Contractual arrangements for the dis- 
position of a business interest at the 
owner's death was the theme of the 
ninth annual Estate Planners Forum 
sponsored by Solomon Huber Associ- 
ates in New York on October 29th. The 
afternoon-long session opened with Mr. 
Huber’s outline of the problems arising 
out a typical situation where no agree- 
ment exists. This was followed by a 
discussion of the validity and enforce- 
ability of purchase and sale agreements 
under local law by Dr. Edwin H. White, 
C.L.U., director of the Advanced Under- 
writing Division of Insurance Research 
& Review Indianapolis. Dr. 
White examined the question 
whether the valuation set forth in the 
agreement controls for state death tax 


Service. 


also 


purposes, 


The special problems involved in pro- 
fessional or other personal service part- 
nership purchase agreements were dealt 
with by P. Philip Lacovara. managing 
editor of TRusTs AND Estates. Pointing 
out that the treatment of the decedent's 
share of post mortem earnings will de- 
termine whether they will be taxable 
to the surviving partners or to the estate. 
Mr. Lacovara indicated that life insur- 
ance can be effectively employed under 
either of the plans which he outlined. 


In suggesting the propriety of part- 
nership owned insurance in appropriate 
situations, he mentioned the bugaboo of 
includibility of the proceeds in the de- 
cedent’s estate on the basis of indirect 
payment of premiums. Where the pro- 
ceeds are payable to the partnership, 
Mr. Lacovara observed that a strong 
argument could be made against taxing 
both the proceeds and the correspond- 
ingly increased value of the decedent's 
interest. This view is supported by the 
cases of cross ownership where the 
courts have consistently rejected the 
Commissioner’s contention that both the 
insurance and the business interest are 
to be included in the estate. It would 
be possible, he said, to set up separate 
accounts on the books of the partnership 
in which could be segregated the equi- 
ties in the various policies so that each 
insured would own an undivided inter- 
est in the policies exclusive of his own, 
and concomitantly his account could be 
debited only for the premiums on the 
other lives. 


Where the proceeds are payable to the 
decedent’s widow or other beneficiary. 
the value of his interest in the firm 
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Mr. 


Huber addressing the Estate Planners Forum, with Mr. Lacovara at the right and 
panel members (1. to r.) Monroe, Young, Stock, Smith, Speisman, Casey and Magovern. 








would remain unaffected by the matur- 
ity of the policy on his death, Mr. 
Lacovara remarked. Here, too, it is 
arguable that separate accounts could be 
set up on the books so that each partner 
would not be chargeable with the premi- 
ums on his own life policies. While it 
may be alleged that this is tantamount 
to reciprocal and indirect payment, the 
situation is hardly distinguishable from 
the cross ownership plan which to all 
intents is a reciprocal arrangement. The 
mere intervention of the partnership 
entity as the premium payer does not 
vary the true nature of the plan, Mr. 
Lacovara concluded. 


Albert New York at- 
torney. presented a number of practical 
suggestions for business purchase or 
stock retirement plans. His paper is be- 


Mannheimer. 


ing rewritten for publication in an early 
issue of T.&E. 

The nebulous nature of valuation 
bases was discussed by Laurence J. 
Ackerman, Dean of the College of Busi- 
ness Administration, University of Con- 
necticut. He deplored the lack of cer- 
tainty implicit in judicial and Bureau 
pronouncements on the subject. and sug- 
gested a more realistic approach, par- 
ticularly in appraising the value of key 
men for insurance purposes. 

Each talk was followed by a discus- 
sion period in which the principal 
speakers were assisted by a panel con- 
sisting of William J. Casey, John J. 
Magovern, Jr., Stuart A. Monroe, Henry 
Cassorte Smith, Bernard Speisman, 
David Stock, Professor William C. War- 
ren and Milton Young. 
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Legislates for Public Common 
Trust Funds 
Legislation concerning public trust 
funds recently adopted in New Hamp- 
shire may well be the vanguard for 
similar enactments throughout the 
country, it was pointed out by Ro- 
bert L. Osgood, chairman of the Na- 
tional Association of Investment Com- 
panies Committee on Arrangements for 
Amendment of the Prudent Man Rule, 
in an address before the recent conven- 
tion of the National Association of Se- 
curity Commissioners. The bill allows 
trustees of public funds to “establish, 
maintain and operate one or more com- 
mon trust funds. in which may be com- 
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bined money and property belonging 
to the various trusts in their care, for 
the purpose of facilitating investments, 
providing diversification and obtaining 
reasonable income.” Investments are re- 
stricted to those eligible for savings 
banks and certain safeguards are pre- 
scribed so that identity of the several 
funds commingled is preserved. Thus, 
the need for better diversification long 
experienced by the guardians of muni- 
cipal public trusts has been answered. 
The legislation also covers cemetery as- 
sociations and institutional trustees such 
as those of state hospitals, prisons and 
industrial schools. 

Mr. Osgood cited the progress that 
had been made during the past year by 
various states in adopting legislation 
specifically permitting investment of 
trust funds in shares of investment com- 
panies according to dictates of pru- 
dence. Plans are under way, he pointed 
out. for encouraging the passage of 
similar measures during 1952 in Cali- 
fornia, Kentucky. Louisiana, Mississippi 
and Virginia, the only important states 
whose assemblies will be in session dur- 
ing that year. 

A A A 


Bar Names P. R. Committee 


A Public Relations Committee has 
been created by the Los Angeles Bar 
Association, with Louis M. Brown as 
chairman. In an article in the October 
issue of the association’s Bar Bulletin, 
Mr. Brown was joined by William R. 
Spinney, assistant trust officer of Title 
Insurance and Trust Co., in pointing out 
the importance of a public relations pro- 
gram in securing new friends for the 
Bar. Areas of misconception and misun- 
derstanding are cited which can be min- 
imized or eliminated by sound public re- 
lations. 

Asserting the against 


that groups 


whom the Bar directs its unauthorized | 


practice of law efforts are the very 
groups which can be the Bar’s greatest 
source of goodwill, the authors state that 
trust institutions and banks are poten- 
tial public relations salesmen for the 
Bar and are virtually the only agencies 
that have affirmatively advertised for the 
benefit of the Bar. Other centers of in- 
fluence whose goodwill should be culti- 
vated are the life insurance under- 
writers, accountants and real estate men. 

This committee, with its stated objec- 
tives, might well be emulated in other 
communities. 


A A SB 


Old Timers Honored 

Atlanta, Ga. — At First NATIONAL 
3ANK, Fountain L. Williams and Thomas 
E. Arnold, trust officers, were among the 
106 bank officers and employees who 
celebrated 25 years or more service with 
that institution, at a dinner held recently. 

Chicago, Ill—More than 790 old 
timers and pensioners of CONTINENTAL 
[ILLINOIS NATIONAL BANK AND TRUST 
Co. heard John S. Coleman, president of 
Burroughs Adding Machine Co., speak 
on “Let Business Meet Its Responsibil- 
ity,” at a dinner party in the Palmer 
House, October 11. Vice President Mark 
W. Lowell served as toastmaster. 

New York, N. Y.—The Twenty-Five 
Year Club of MANUFACTURERS TRUST CO. 
held its Twelfth Annual Dinner and en- 
tertainment on October 25, at the Hotel 
Astor. The club now numbers 583 mem- 
bers totalling approximately 18,000 years 
of service. Officers elected for 1952 are: 
John W. Gorman, president; William 0. 
Walter, vice president; and Matthew Me- 
Kenney, Jr., secretary-treasurer. 

A A A 

Winona, Minn.—S. J. Kryzsko, presi- | 
dent, senior trust officer and a director | 
of WINONA NATIONAL & SAVINGS BANK, 
has been appointed a member of the 
State Teachers College Board by Gover- 
nor C. Elmer Anderson. 











LAW STUDENTS GROUNDED IN TITLE AND TRUST WORK 


Shown are a group of University of Chicago law students who have registered for a 

course in practical problems involving real estate transactions and estate planning. The 

course, 10 sessions of 1144 hours twice weekly, is sponsored by Chicago Title and Trust 

Co., in cooperation with the University. Standing in the background are Robert Kratovil, 

Title Officer, one of the first instructors in the course, and Professor Allison Dunham from 
the University. 
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CURRENT LITERATURE NOTES 


Books 


The Investment Company and The 
Investor 


RUDOLPH L. WEISSMANN. Harper & 
Brothers, New York. 217 pp. $3.50. 


This is the first book on investment 
companies and mutual funds since Alec 
Brock Stevenson’s “Shares in Mutual 
Funds” five ago. The author is 
an econmoist of who has written 
several other books including “The New 
Wall Street” and “Small Business and 
Venture Capital.” 

It is refreshing to read literature in 
this field written with an unbiased pen 
by one not engaged in the merchandising 
The author does not hesi- 
tate to discuss some of the problems 
which concern both within and 
without the industry, although he does 
not air them quite as lustily as one might 
prefer. His comprehensive description of 
the institution, his explanation of the 
regulations of the Securities Commission, 
and his ability to relate the whole to the 
general financial picture are done in a 
skillful and at the time simple 
manner. 


vears 
note 


of securities. 


those 


same 


Mr. Weissman unfortunately has not 
had the space to devote more than mere 
mention to the growing use of invest- 
ment company shares by fiduciaries. A 
more detailed discussion of this phase 
of the subject would have been welcome 
in the present work, since the author is 
also a lawyer. Of course, Mr. Stevenson 
wrote extensively on this problem in his 
book but that was a half a decade ago. 
Maybe some one will soon oblige with a 
new book on these companies directed to 
the trustee and his particular problems. 


Bank Costs 


National Association of 
Comptrollers, Chicago 3; 
members. 


Bank Auditors and 
418 pp. $10 to non- 


To break down the reluctance toward 
the installation of systems, the 
NABAC appointed a committee to write 
this book, with Clarence H. Lichtfeldt, 
Comptroller, First Wisconsin National 
Bank, Milwaukee, as chairman. Through 
more than 150 tables, the manual offers 
an actual application of a cost procedure 
and covers the following subjects in de- 
tail: general principles; cost accounting 
figures for smaller banks, and larger 
banks; terminology; the cost profit and 
loss statement; distribution of expenses 
to departments; development of depart- 
mental activity or production data; de- 
partmental statements of expense and 
activity; distribution of departmental ex- 
penses to functions; ocmputation of unit 
or item costs; distribution of income to 
functions; preparation of functional 


cost 
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profit and loss statements by relating 
earnings to sources and uses of funds, 
and branch costs. 

The volume is in loose-leaf form to ac- 
commodate new or revised material. 


How To Operate Under Wage & Sal- 
ary Stabilization 


Business Reports, Inc., New York; 130 pp. +. 
$12.50. 


To help management follow the rules 
on pay increases and to avoid or min- 
imize the penalty for unintentional vio- 
lations, this policy manual emphasizes 
ways and means of adapting a com- 
pany’s pay plan to conform to con- 
stantly changing rules on wages and sal- 
aries. It exhibits an actual pay plan under 
which a company will be able to move 
to make most of the increases it finds 
necessary without getting Washington 
approval on every move. The manual ex- 
plains how violation cases develop, when 
informal meetings may be held with 
stabilization officials, how formal hear- 
ings operate, and when appeals are pos- 
sible. 

Specific chapters in the manual are 
devoted to cost-of-living increases, de- 
ferred pay, incentive increases, fringe 
benefits, pension and welfare benefits, 
bonuses and stock options, merit and 
length-of-service increases, promotions 
and transfers, new jobs and new workers, 
and special controls for special indus- 
tries. Filled-in examples of every official 
form currently in use have been pro- 
vided in the manual, along with a 17-step 
procedure for setting up a pay plan 
which will avoid the need of WSB ap- 
proval on most types of increases. 


Financial Institutions 


ERWIN W. BOEHMLER (Editor), ROLAND 
I. ROBINSON, FRANK H. GANE, LORING 
C. FARWELL. Richard D. Irwin, Inc., Chicago 
16, Ill. 625 pp. $7.35. 


This college text book employs a broad 
new approach to the subject of money 
and banking in studying both monetary 
and non-monetary institutions, as con- 
trasted with the traditional theoretical 
application of economics to this field. 
The historical background of each class 
of service (commercial bank loans, sav- 
ings banks, trustee services, etc.) is out- 
lined, with its relation to our modern 
system. Various types of credit instru- 
ments such as checks, notes, drafts, trade 
acceptances, commercial letters of credit 
and travellers checks are reproduced and 
their functions explained. Among the 
subjects covered are banking, consumer 
credit, corporation finance, security ex- 
changes and brokers, insurance and re- 
tirement plans, investment companies and 
counsel, urban and rural credit, the Fed- 


eral Reserve System, government fiscal 
policy, and international financial rela- 
tionships. A chapter devoted to personal 
and corporate trustee services describes 
the scope of trust work, with a short 
history of trusteeship in this country, 
together with reference to the “prudent- 
man” rule and to the advantages of the 
corporate versus the individual trustee. 
The material is neither too detailed nor 
too terse, and should serve as an ample 
foundation for the beginner in search of 
general knowledge as well as for the 
student planning specialized work. 


ARTICLES 


The Lawyer and Business Life Insur- 
ance 


DANIEL J. REIDY. Insurance Law Journal, 
October 1951. 


This comprehensive discussion is slant- 
ed towards the lawyer’s two-fold interest 
in business agreements — first for his 
clients’ business interests, second for his 
own partnership interest. The treatment 
is divided according to the nature of the 
organization: sole proprietorship, com- 
mercial or industrial partnership, service 
and professional partnership, and close 
corporation. Questions common to draft- 
ing of each kind of covering purchase 
and sale agreement are ably outlined, and 
specific problems dealt with. Advantages 
and application of life insurance to fund 
the purchase are fairly presented. Other 
phases of the subjects include validity 
and enforceability of purchase agree- 
ments, Section 102 and the problem of 
unreasonable accumulation, Section 115 
(zg) and redemption of stock for death 
taxes. 


Powers of Appointment and Revised 
Insurance Planning 


HAROLD WURZEL. Journal of C.L.U.’s, Sep- 
tember 1951. 


Summarizing the provisions of the re- 
cent law restating the estate and gift 
tax rules governing powers of appoint- 
ment, the author suggests a more liberal 
attitude toward power of appointment 
clauses on the part of insurance com- 
panies. The previously acceptable with- 
drawal provision under interest or in- 
stallment options is given a new tax sig- 
nificance by the 1951 Act and should re- 
sult in reformation of many existing and 
future policies. It is recommended that 
the beneficiary’s power to invade or with- 
draw be limited by a dual safeguard: 1. 
an ascertainable standard of support and 
maintenance; and 2. a ceiling of $5,000 
or 5% of the insurance fund (whichever 
is greater) per annum, non-cumulative. 
Of course, if the marital deduction is 
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sought as to such proceeds, these pre- 
cautions are not applicable. Nor do these 
points govern options selected by the 
beneficiary, inasmuch as the Act does not 
apply to reserved powers. 


Gifts of Life Insurance 

BENJAMIN M. BECKER. Journal of C.L.U.’s, 

September 1951. 

A wide range of topics is considered in 
this article. Following a brief summary 
of the general advantages of gifts and 
the provisions of the gift tax law, the 
author deals with such questions as what 
constitutes a taxable gift of insurance, 
qualifying a gift for the annual ex- 
clusion, valuation of gifts of insurance, 
effects of estate tax, insurance gifts in 
trusts, gifts to minors, annuity contracts, 
and transfers of insurance by corpora- 
tion. 


Points of Law for Insurer to Consider 
in Acting under Insurance Trust 


PERLIE P. FALLON. Journal of C.L.U.’s, 
September 1951. 


This article discusses the advantages 
and uses of life insurance trusts, funded 
or unfunded, revocable and irrevocable. 
Among the phases considered are the 
following: rules against perpetuities and 
accumulations; right to change bene- 


ficiary; trustee’s rights as to dividends, 
surrender, non-forfeiture and settlement 
options; notice; and successo;: 


trustee- 
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Lifetime and Testamentary Estate 
Planning: II 


KENNETH L. BLACK. Univ. of Florida Law 
Review, Summer 1951. 


In this second part of a three part 
article, the author deals principally with 
the analysis of an estate, divided under 
the eight major steps to be taken in this 
sequence: classification of assets; con- 
version and retention of assets; deduc- 
tions; valuation for tax purposes; com- 
putation of death taxes; liquidation of 
estate liabilities; distribution of net as- 
sets in administration; and summary of 
beneficiary principal and income. A typ- 
ical case history is examined to illustrate 
the operation of this type of analysis and 
how the adverse estate factors are thus 
brought to light. The final article will 
deal with possible corrective procedures 
for these elements. 


Prudent Man Investment of Trust 
Funds during Inflation 


HARRY L. FLEDDERMAN. California 
Review, September 1951. 


Law 


This comment deals with the possible 
attitude of the courts in a jurisdiction 
(with particular emphasis on California) 
where the prudent man rule has been 
adopted by statute in recent years. Point- 
ing out that decisions under the previous 
legal list principles are of little avail, 
the author goes into such questions as 
the requirement of diversification, the 
duty to produce a reasonable income, the 
responsibility of the trustee to maintain 
purchasing power, the prudent limit on 
common stocks, the use of investment 
trust shares as anti-inflation securities, 
and deviation from the investment au- 
thority conferred by the instruments. 


Emeloid Case Upholds Business In- 
surance Agreements 


ROBERT F. SPINDELL. Journal of C.L.U.’s, 
September 1951. 


In reversing the famous Emeloid case, 
the Federal Court of Appeals held that 
premiums paid by a corporation for key- 
man insurance and insurance to fund a 
stock retirement agreement are for good 
“business reasons” and therefore, for 
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through eleven offices in six cities 


THE CITIZENS & SOUTHERN 
NATIONAL BANK 


excess profits tax purposes, the corpora- 
tion was entitled to increase its borrowed 
invested capital by the amount borrowed 
to finance the premiums. After analyzing 
the court’s comments, the author con- 
cludes that this decision should furnish 
a strong impetus to stock repurchase 
agreements and that Section 102 relating 
to unreasonable accumulation of cor- 
porate surplus should no longer present a 
problem with stock purchase insurance, 


(See also “Corporation Stock-Pur- 
chase-Insurance Trust Agreement,” by 
J. E. Rappoport, in Taxes, Oct.) 


Gift Tax Jurisdiction of the Divorce 
Court 


WILLARD H. PEDRICK. Illinois Law Review, 
May-June 1951. 


The Harris case, decided last year by 
the Supreme Court, guarantees a con- 
siderable amount of litigation over the 
applicability of gift tax to divorce set- 
tlements. That case held that a divorce 
settlement incorporated into a decree was 
not subject to gift tax. The author dis- 
cusses these questions prompted by the 
opinion in the Harris case: does the 
result depend on incorporating the prop- 
erty settlement in the divorce decree; is 
a settlement not incorporated in the 
divorce decree always subject to gift 
tax; if the decree is not the crucial fac- 
tor, does the divorce court’s jurisdiction 
over property rights in divorce govern 
taxability of settlements; will the appli- 
cation of the gift tax to the settlement 
depend on the validity of the divorce? 


DIRECTORY OF PERIODICALS CITED 

California Law Review: Berkeley, Cal.: 
$1.50 

Illinois Law Review: 
Univ., Chicago 11; $1.25 

Insurance Law 
Clearing House, Inc., 
Ave., Chicago 1; $1 

Journal of C.L.U.’s: 
Philadelphia 4; $1.50 

Taxes: Commerce Clearing House, 
214 N. Michigan Ave., Chicago 1; 50c. 


Univ. of Florida Law Review: Gaines- 
ville, Fla.; $1.25 
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TRUST PERSONNEL CHANGES 


ARIZONA 


Phoenix—S. Edward Hale has been 
elected trust officer, and W. J.. Bury an 
assistant trust officer, at VALLEY Na- 
TIONAL BANK. Mr. Hale is a former vice 
president and trust officer of SECURITY 
Trust Co. of Miami, Florida, while Bury 
has been with the bank’s trust depart- 
ment since last March. In 1920, Mr. 
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W. J. Bury S. E. HALE 


Hale began his banking career in the 
Federal Reserve Bank of Dallas, and in 
1930 became manager of an investment 
trust company. He was with Bankers 
Trust Co., New York, from 1936 to 1943, 
and for five years thereafter was a trust 
officer with the National Bank of Middle- 
town, N. Y. Mr. Bury practiced law in 
Madison from 1935 to 1943, when he 
joined Ray-O-Vac Battery Co., and this 
year joined Valley National as a trust 
and estate administrator. 


CALIFORNIA 


Fresno—Richard Rupp, who has been 
for more than 30 years in the Fresno 
branch of SECURITY-FIRST NATIONAL 
BANK, has been named an assistant trust 
officer. 

Los Angeles — TITLE INSURANCE & 
Trust Co. has bestowed the additional 
title of assistant trust officer on John 
A. Willett and H. L. Sheldon, assistant 
secretaries, and has made John W. 
Thompson and Rex D. Frazier assistant 
trust officers in the estate planning 
division. 

Santa Barbara—Charles W. Hague, 
formerly vice president, has been elected 
chairman of the board of First NATION- 
AL Trust & SAVINGS BANK, succeeding 
Kenneth W. Watters, who resigned after 
more than 20 years of service to the 
bank. The following new appointments 
were made: J. R. Kieding promoted to 


TRUST OFFICER WANTED 


To head established Trust Department, 
Southern city of 130,000. State age, 


education, social background, technical 
training and practical experience, and 
other pertinent facts. Give references. 


Box H-111-2, Trusts and Estates 
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trust officer to head the trust department 
(prior to going to Santa Barbara Mr. 
Kieding was with Northern Trust Co., 
Chicago); M. G. Cameron made as- 
sistant trust officer; Thomas M. Huston, 
investment analyst; and William A. Mc- 
David, senior trust clerk. 


Ventura—Coleman Corey is now vice 
president and principal officer at the 
Ventura branch of SECURITY-FiIRsT NaA- 
TIONAL BANK. Mr. Corey had been execu- 
tive vice president and trust officer of 
Union National Bank, which merged in 
September with Security-First. 


CONNECTICUT 


Bristol—Gilbert C. Turner has been 
appointed assistant trust officer of BrRIs- 
TOL BANK & Trust Co. He will take over 
the duties of Mrs. Ethel L. Beach, trust 
officer, who is retiring from the trust 
department as of the first of the year. 
Mr. Turner has had previous experience 
as a personal trust administrator with 
Commercial Bank & Trust Co., New York 
(1938-1949) and as senior trust ex- 
aminer for Peat, Warwick, Mitchell & 
Co., certified public accounts. 


Hartford — Benjamin P. Terry has 
joined HARTFORD-CONNECTICUT TRUST Co. 
where he will be in charge of the security 
analysis section of the investment di- 
vision of the trust department. Prior and 
subsequent to service with the Navy, Mr. 
Terry was with Travelers Insurance Co. 
where he specialized in bank insurance 
and industrial and public utilities secur- 
ities. 

Stamford—See Syracuse, N. Y. 


DISTRICT OF COLUMBIA 


Washington—Robert Lee O’Brien, Jr., 
has been elected a vice president in 
charge of new business development of 
UNION TrRusT Co. 


FLORIDA 


Orlando — Clarence M. Gay, State 
Comptroller, has been elected president of 
CITIZENS NATIONAL BANK, succeeding 
Carl C. Hall who is retiring as president 
and trust officer but will remain a direc- 
tor. Mr. Gay will be active as president, 
but will spend time at Tallahassee for 
official duties. 


ILLINOIS 


Chicago—Harry A. Thomson has be- 
come associated with LA SALLE NATIONAL 
BANK as a trust officer. A graduate of 
Wharton School, University of Pennsyl- 
vania, Mr. Thomson was formerly with 
the trust department of CONTINENTAL 
ILLINOIS NATIONAL BANK & TrusT Co. 
of Chicago. 


IOWA 


Des Moines—BANKERS TRUST CO. pro- 
moted S. G. Barnard to secretary and 
trust officer. 


MINNESOTA 


Minneapolis — Joseph F. Ringland, 
president of NORTHWESTERN NATIONAL 





JOSEPH F. RINGLAND E. H. NEWHART 


BANK, has been elected also chairman of 
the board following the retirement of 
Clarence E. Hill from that office. Mr. 
Ringland has been chief executive officer 
since 1948. 


New vice presidents elected in the trust 
department are: Ellwood H. Newhart, 





E. P. WELLS 


E. O. ANDERSON 


Elmer O. Anderson and Edward P. Wells 
(all former assistant vice presidents). 
They are succeeded in the latter capacity 
by Michael J. Crowe, Paul A. Burkland 
and Robert E. Conn, Jr., formerly trust 
officers and assistant secretaries. 


NEW YORK 
New York — 
James H. M. 
Ewart, trust offi- 


cer, was promoted 
to vice president of 
NEW YORK TRUST 
Co.; Warren W. 
Swift appointed as- 
sistant trust officer. 
James H. M. Ewart Messrs. Ewart and 
Swift are both in 

the Personal Trust Division. 


New York—Robert D. Calder, Eustace 
B. Chapman, Richard L. Faust, Henry F. 
Heil and J. Frank Wiedeman have been 
appointed assistant secretaries at UNITED 
STATES TRUST Co. 





Rochester — At GENESEE VALLEY 
Trust Co., Bruce Percy has been ad- 
vanced from assistant trust officer to 
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NEW LOOK IN FINANCIAL HOMES 





New officers’ platform in the main banking room of Providence Union National Bank 
& Trust Co., organized in 1791 with 450 shares offered for public subscription and 1324 
shares applied for, some by persons as far away as Philadelphia. Six months after founding, 
the directors declared a dividend of eight per cent, first in an unbroken dividend series 
of 159 years. Murals depict activity of founders in civic, educational and mercantile affairs. 





assistant vice president. A graduate of 
the American Bankers Association Grad- 
uate School of Banking, Mr. Percy also 
is vice president of Rochester Life In- 
suance and Trust Council. 

Syracuse — Frederick J. Rathbun, 
formerly assistant trust officer of First- 
STAMFORD NATIONAL BANK & TRustT Co., 
Stamford, Conn., has assumed his duties 
as trust officer of SYRACUSE TRUST Co. 





F. J. RATHBUN 


F. A. FEIL 


Mr. Rathbun attended the Northeastern 
University School of Law, and served 
six years with the examination division 
of the Federal Reserve Bank of Boston 
specializing in examination of trust de- 
partments. 

Francis A. Feil, who has been man- 
ager of the trust department at Syracuse 
Trust, has been appointed assistant trust 
officer. He has been associated with the 
company 26 years, 25 in trust work, and 
is a past president of the Syracuse Chap- 
ter, American Institute of Banking. 

Syracuse—William B. Ogden, III, has 
been promoted to trust officer at MER- 
CHANTS NATIONAL BANK & Trust Co., 
in the estate planning division. 


NORTH CAROLINA 


Asheville & Whiteville — Robert F. 
Clodfelter has been named trust officer 
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of the First NATIONAL BANK & TRUST 
Co., Asheville, having resigned from that 
position with the WACCAMAW BANK & 
Trust Co., Whiteville. 


Greensboro—SECURITY NATIONAL BANK 
has advanced Parker W. Ingalls from 
assistant trust officer to trust officer. He 
is in charge of corporate trust work, but 
will give time also to general trust ad- 
ministration. 

PENNSYLVANIA 

Clearfield — P. T. Davis, retired as 
president of CEARFIELD TRUST Co., has 
been made chairman of the board. He is 
succeeded as president by W. Elbridge 
Brown, who retains his title also as 
trust officer. 

Philadelphia—Henry C. Farr has be- 
come assistant trust officer of PROVIDENT 
Trust Co. He has been with the bank 
since 1929. 

Pittsburgh—Kenneth C. Hewitt was 
made a vice president in the trust de- 
partment of MELLON NATIONAL BANK & 
TRUST Co. 


TENNESSEE 


Memphis—At NATIONAL BANK OF CoM- 
MERCE, C. C. Smith has been elected vice 








ERNEST J. BARBER 


W. F. WORTHINGTON 


president in the Cotton Department, and 
will also have supervision of farmlands 
administered by the trust department 
of the bank. He recently resigned as ex. 
ecutive assistant with the Staple Cotton 
Association of Greenwood, Miss. 


TEXAS 


Dallas — FIRST 
NATIONAL BANK 
elected among 
others: George 
Waverley Briggs 
from vice president 
and trust officer to 
vice president and 
senior trust officer; 
W. F. Worthing- 
ton from vice presi- 
dent and first assistant trust officer to 
vice president and trust officer; Ernest 
J. Barber, Raymond Goode and David 
Reed, formerly vice presidents and as- 
sistant trust officers, made vice presi- 
dents and trust officers. 


GEo. W. BRIGGS 


Mr. Briggs’ service began in 1920 with 
the old City National Bank. He had previ- 
ously been commissioner of insurance and 
banking for Texas. and is a past presi- 
dent of the Dallas Chamber of Commerce. 
A member of the First National staff 


since 1923, Mr. Worthington was named | 
vice president and first assistant trust | 


officer in 1942. Mr. Barber joined the 





DAVID REED 


RAYMOND GOODE 


bank in 1949. Previously he had been 
with the Federal Reserve System for 24 
years as manager and chief examiner of 
the examination department of the Feder- 
al Reserve Bank in Dallas. 


Mr. Goode’s affiliation began in 1917 
with the old City National. Transferred 
to the trust department in 1924, he was 
advanced to vice president and assistant 
trust officer in 1945. 


Mr. Reed, assigned to the trust de- 
partment in 1935, became vice president 
and assistant trust officer in 1949. He 
began his banking career with the old 
American Exchange National Bank, an- 
other First National predecessor, in 1920. 


UTAH 


Salt Lake City—Walter E. Cosgriff has 
been elected to the newly created office 
of chairman of CONTINENTAL NATIONAL 
BANK & Trust Co. He formerly was 
president, but resigned late last year 
to become a director of the Reconstruction 
Corporation in Washington, at which 
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time he was succeeded as president by 
K. J. Sullivan. 


VIRGINIA 


Petersburg & Richmond—Edward H. 
Bryson has become vice president and 
trust officer of CITIZENS NATIONAL BANK, 
having resigned recently as trust officer 
of VIRGINIA TRUST Co., Richmond. 


Richmond—Rob- 
ert L. Gordon, Jr., 
was. elected vice 
president and trust 
officer of First & 
MERCHANTS NaA- 
TIONAL BANK. Edu- 
cated at the Uni- 
versity of Virginia, 
Mr. Gordon joined 
the bank in 1929 
and was elected assistant trust officer in 
1939. Ten years later he was promoted 
to trust officer, and has specialized in 
estate planning. He now holds a reserve 
lieutenant-commander in 





R. L. GORDON 


commission of 
the Navy. 


WASHINGTON 





Olympia & Seattle—Hollis M. Ramsay 
resigned as vice president and assistant 
trust officer of OLYMPIA STATE BANK & 
Trust Co., and has been named assistant 
vice president of SEATTLE TrusT & SAv- 
INGS BANK. 


A A A 
Rand McNally Blue Book 


Shows Bank Resources Gain 

Total resources of the nation’s banks 
increased $9,829 million to $190,917 mil- 
lion in the twelve months ended June 30, 
last, according to figures in the final 1951 
edition of the Rand McNally Bankers 
Directory. Loans and discounts totaled 
$64,897 million, an increase of $12,123 
million. Bank holdings of U. S. govern- 
ment securities were $69 214 million, a 
reduction for the year of $8,509 million. 
Deposits showed an increase for the year 
of $8,520 million, making the total for 
June 30, 1951 $174,092 million. The num- 
ber of banking institutions decreased by 
31 to 14,744. 
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SPECIALIZING IN THE SETTLEMENT OF ESTATES 


POPOOPPOOOOODOODOOOODOODOOODOOODO 


TRUST 
3 EMPLOYMENT EXCHANGE 


OOOO OOOCOOD OOO OOOOOODOOOOOOOOK 


Banks seeking trust executives, and 
personnel desiring new opportunities 
are invited to make free use of this 
column, addressing correspondence 
to “T & E,” attention Employment 
Exchange and code number. 


OOOOCOOO 
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Trust officer wanted to head estab- 
lished trust department in Southern City 
of 130,000. See ad on page 797. 


Trust official in small department, age 
28, experienced in administration of es- 
tates and trusts, personal solicitation of 
new business, taxes, as well as some 
konwledge of investments, desires posi- 
tion in larger department preferably in 
southeast. 110-1. 

Personable young man, who has just 
received master’s degree in_ business, 
economics and finance from Columbia, 
wants to enter trust work as statistical 
or investment analyst. Preferred loca- 
tions: East, Southwest. 110-3. 

Attorney, 28, with two years of private 
experience, desires position in active 
trust department in Midwest or South- 
west. 110-4. 

Attorney, 33, with 8 years in trust and 
estate administration, both banking and 
legal, and strong background in estate 
and income taxes, seeks position as trust 
administrator. 9-3. 


A A A 
IN MEMORIAM 


HENRY BELL, president and trust offi- 
cer of CITIZENS NATIONAL BANK, Tyler, 
Texas. 

Harry R. GLEESON, vice president in 
charge of the stock transfer department 
of DETROIT TRUST Co. 

CuHrRIs H. LAKEBRINK, executive vice 
president and head of the trust depart- 
ment of NORTHWESTERN NATIONAL BANK, 
St. Louis, Mo. 

LLOYD VANDERBILT, assistant trust of- 
ficer of ANGLO-CALIFORNIA NATIONAL 
BANK, San Francisco. 









FOR 64 YEARS 


Trust Funds over $285,000,000 


FIDELITY TRUST COMPANY 
PITTSBURGH, PA. 










BANK MERGERS & 
NEW TRUST POWERS 


Wilmington, Del.— November 9 was the 
effective time of the consolidation of 
CENTRAL NATIONAL BANK into SECUR- 
ITY TRUST Co., bringing under one 
management the oldest trust company 
and the oldest national bank in Wilming- 
ton. 


Detroit, Mich.—Merger of BANKERS- 
EQUITABLE TRUST Co. into DETROIT 
Trust Co. became effective October 26. 
DETROIT TRUST Co. will continue to do 
trust business exclusively. 


Paterson, N. J. Stockholders of 
PATERSON SAVINGS & TRusT Co. and of 
PEOPLES BANK & TRUST Co. of Passaic 
met November 9 to vote on merger of 
the two institutions, under the new name 
of CouNTY BANK & Trust Co. Officers 
of both banks will continue to serve in 
their respective capacities, except Cowles 
Andrus, who will become executive vice 
president, and Norman Brassler, who will 
become first vice president. 

Woodbridge, N. J.—WoopBRIDGE Na- 
TIONAL BANK has been granted trust 
powers under the Federal Reserve Act. 


Palestine, Texas. — First NATIONAL 
BANK has been granted trust powers 
under the Federal Reserve Act. 


Kenosha, Wis.—First NATIONAL BANK 
has been given trust powers under the 
Federal Reserve Act. 


ARIZONA 


Complete 
Fiduciary 
Service 





Home Office « Phoenix 


Thirty-two full-facility 
offices in 11 of Arizona’s 14 
counties — serving an area 
that embraces 90% of the 
state’s population — enable 
us to offer you state-wide 
service on all your fiduciary 
matters in Arizona. 


TRUST DEPT. HEADQUARTERS 
PHOENIX, ARIZONA 


VALLEY 
NENOSE 


BANK 
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THE CAPITALABOR TEAM 


Bank Profit Sharing 
Retirement Plan 


As a supplement to its regular em- 
ployee retirement plan, Republic Nation- 
al Bank, Dallas, recently permitted reg- 
ular employees of one or more years’ 
standing to participate in a profit shar- 
ing retirement fund. Contributions must 
not be more than 5% of the annual rate 
of pay. The bank’s contribution will be 
equal to 10% of its net earnings after 
taxes. 

Allotments of the bank’s contribution 
and the earnings of the fund itself will 
be according to individual account bal- 
ances. Participation runs through the 
calendar year in which the individual 
retires, and payments can be in a lump 
sum, by installments, or by purchase of 
a single premium annuity contract. In 
case of death, the participant’s bene- 
ficiary will be paid in a single cash pay- 
ment. 


New Employee Manual 


Five hundred employees of American 
National Bank & Trust Co., Chicago, 
received last month a 34-page manual 
describing the bank’s services to the pub- 
lic and the employee’s opportunities and 
responsibilities. Designed for new em- 
ployees, the booklet is; a two-color job 
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“Our Trust Department serves in many capacities.” 


Typical cartoon illustration from employee’s 
introductory manual of American National 


Bank & Trust Co., Chicago. 


with cartoon illustrations and has four 
divisions: The Bank and Its Services; 
The Bank and You; You and the Cus- 
tomer; An Historical Note. The four 
pages devoted to the trust department 
describe briefly the various personal and 
corporate trust services and list both 
the trust administrative and operating 
units and the general divisions of the in- 
stitution which serve both the trust and 
banking departments. 


Survey of Older Workers 


The University of Chicago’s recent 
survey of employment problems of older 
workers supplied evidence that industry 
inclines toward keeping the older worker 
on the job, if he wants to stay and is 
able. Of 83 companies studied, 37 had 
no fixed retirement age and 10 had com- 
mittees to determine worker-employabil- 
ity after age 65. Reassignment to a less 
taxing job and lessening the number of 
work hours were two popular approaches 
to the problem. Union leaders have sug- 
gested a joint management-union board 
to pass on an older employee’s ability 
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and the designing of special machines 
that will be easier to operate. 


Plant Tours Pay Off 


A recent nationwide check by Bus- 
iness Week revealed that some companies 
consider every visitor a potential cus- 
tomer, that employees like to have their 
families see where they work because 
when the men get home they can talk 
about their work with more understand- 
ing, and that visitors on plant tours do 
not interfere with production, but tend 
to stimulate an increased output. 

Estimates of costs for guided tours 
varied from nothing to $20,000 a year, 
with the largest single item being the 
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INCOME TAX 


Trust formed for purpose of conduct- 
ing partnership not taxable as corpora- 
tion. Residuary estate of decedent con- 
sisted of ten retail nut stores through- 
out country. Upon her death daughter, 
representing herself and four brothers, 
purchased these assets from estate for 
$5,000. Five children then entered into 
partnership for purpose of conducting 
business in 1937. Brothers had been op- 
erating other stores as partnership. In 
May 1938, brothers and sister executed 
trust agreement whereby stores acquired 
from their mother’s estate were placed 
in trust. Purpose of trust was to differ- 
entiate these stores from other exist- 
ing partnerships. There was no change 
in operation of business after trust 
agreement was executed. Five parties 
consulted one another frequently in re- 
ference to conduct of business and no 
important question was decided until 
full discussion was had by all. They 
regarded themselves as partners and 
considered business that of a partnership. 
Fiduciary income tax returns for year 
1938 through 1942 were filed by trust, 
showing income distributable to bene- 
ficiaries of trust, and no tax due. Com- 
missioner determined that trust was 
association doing business as corpora- 
tion and taxed it accordingly. 

HELD: Commissioner overruled. Even 
if trust were to be regarded as actual 
earner of income, it bore little or no 
resemblance to a corporation. There was 


' no centralized control, nor any limita- 
_ tion of personal liability regarding prop- 


erty or transactions of enterprise. More- 
over, business was not conducted by 
single individual, committee, board, nor 
any other group acting in representative 
capacity. Morrow Trust v. Comm., T.C. 
Memo, Sept. 28, 1951. 


Full distribution of pension trust fund 
with termination of trust taxable to dis- 
tributee as ordinary income. In 1942 and 
for many years prior thereto, taxpayer 
had been continuously employed by Cor- 
poration. During 1942 Corporation estab- 
lished pension trust for its employees, 
which was approved by Commissioner. 
Taxpayer was participant under plan 
from its inception to its discontinuance. 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


He made no contribution to pension 
trust. About Oct. 6, 1945, Corporation 
sold all its assets and discontinued busi- 
ness. New corporation exercised its right 
to, and did, discontinue pension trust 
plan in its entirety, effective as of 
Nov. 28, 1945. Upon distribution of trust 
fund, taxpayer received $1,356 as his 
distributive share, which he reported as 
long-term capital gain, rather than as 
ordinary income. Commissioner con- 
tended full amount constituted ordinary 
income. 

HELD: Commissioner sustained. Sec- 
tion 165(b) of Code provides that where 
amount distributed to employee under 
pension plan is paid to such distributee 
in any one taxable year, amount so paid, 
to extent which it exceeds contribution 
of employee, shall be considered gain 
from a capital asset held for more than 
six months. Provision relating to “sep- 
aration from service” refers to distribu- 
tions made by employer on account of 
employee’s separation from service of 
employer. Here there was no severance 
of employment. Distributions were made 
because of corporation’s discontinuance 
of pension trust plan. Glinske v. Comm., 
17 T.C. No. 60, Sept. 28, 1951. 


Lump sum payment under employment 
contract, payable at death of decedent, 
constituted income in that taxable year. 
On Feb. 1, 1939, decedent entered into 
written agreement with employer which 
provided that, in consideration of dece- 
dent remaining in employ of company 
for ten years, he would receive salary 
of $12,500 per year. In case of his 
death prior to expiration of the ten- 
year period, company would pay to his 
estate amount equal to excess, if any, 
of $105,000 over aggregate of amounts 
paid to him as salary from date of con- 
tract to date of death. Decedent died 
March 22, 1940 and company paid his 
estate $91,458. Commissioner included 
this amount in decedent’s income for that 
year and assessed deficiency. Estate paid 
tax and brought suit for refund. 

HELD: Refund denied. Lump sum rep- 
resented compensation due decedent for 
services rendered by him. Sum was pay- 
able pursuant to employment contract 
and, therefore, right to payment repre- 
sented consideration for services rend- 


ered by decedent. Amount clearly con- 
stituted income earned by decedent dur- 
ing his lifetime. First National Bank and 
Trust Co. v. Manning (Estate of Wells), 
U.S.D.C., N.J., Sept. 21, 1951. 


No deduction allowed to estate for 
amounts payable to trust where estate 
still in process of administration. Dece- 
dent died testate Feb. 3, 1937. His cash 
and personal property were insufficient 
to pay his debts and claims against his 
estate. This condition did not improve in 
1937 and 1938 and solvency of the es- 
tate was maintained only because of 
forbearance of creditors. By early 1945, 
all of claims had been satisfied except 
that for Oregon inheritance taxes. These 
were paid on Nov. 15, 1945. Thereafter, 
there remained only mortgage on par- 
cel of real estate and attorneys’ fees 
and commissions of executrices. Estate 
took deduction on its income tax return 
for 1945 for income payable to benefici- 
aries of trust created under will. Com- 
missioner disallowed deduction because 
estate was still in process of administra- 
tion. 

HELD: Commissioner sustained. Evi- 
dence indicated that estate was, in fact, 
in process of administration. From time 
executrices qualified, they were under 
jurisdiction of Probate Court. No ser- 
vices as testamentary trustees were ex- 
pected of them until they had performed 
their obligations as executrices and se- 
cured order of Probate Court permitting 
them to distribute property to them- 
selves as trustees. Furthermore, nothing 
indicated that an unwarranted delay in 
settlement of estate occurred. Estate of 
Hyland v. Comm., T.C. Memo, Aug. 30, 
1951. 


ESTATE TAX 


Retention of rights in property for life 
renders property includible in decedent’s 
estate. Decedent, who died in 1946, had 
become owner of farmland in 1928. He 
had organized corporation and on Dec. 
24, 1932, transferred farmland to corpo- 
ration in exchange for 250 shares, only 
outstanding stock of corporation. On 
Jan. 5, 1933, corporation leased prop- 
erty to decedent for life at annual rental 
of $1.00, with decedent required to pay 
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taxes and keep buildings insured and 
repaired. In 1938, decedent acquired ad- 
ditional acres in name of corporation, 
which it also leased to decedent under 
same terms. Decedent made gifts of 190 
shares of stock in corporation to his 
daughters. Corporation was dissolved in 
1942, at which time decedent owned 60 
shares having value of $23,280. Farm 
was then worth $97,000. Four days later, 
farm was conveyed to decedent and his 
two daughters, with decedent receiving 
a life estate and daughters remainder 
in fee. Commissioner determined that 
entire value of farm was includible in 
his gross taxable estate. 

HELD: Commissioner sustained. De- 
cedent and his daughters intended at all 
times that decedent would have posses- 
sion of property for purpose of farm- 
ing operations, and enjoy income there- 
from during his lifetime. Properties were 
to be operated under his supervision. He 
was to pay the bills, to sustain antici- 
pated losses, and to realize whatever 
income arose from conduct of project. 
Thus, in real sense he retained during 
his life possession or enjoyment of, and 
right to income from the property. These 
circumstances brought transfers within 
Section 811(c)(1)(B) of Code, regardless 
of method used by decedent to accom- 
plish results he sought. Estate of Shearer 
v. Comm., 17 T.C. No. 34, Sept. 19, 1951. 


Survivor annuity contracts. trans- 


Tax Know-How 
In Florida! 


We suggest that you refer 
Florida-bound customers to 
The First National Bank of 
Miami for the same quality of 
trust service they expect else- 
where —tax and investment ex- 


perience, prompt cooperation 
on ancillary matters, every 


fiduciary service. Your inquiry 
is invited. 


TRUST DEPARTMENT 


The 
First National Bank 


of MIAMI 





802 





ferred for mere contractual considera- 
tion insufficient to exclude value from 
decedent’s estate. In 1938 decedent used 
$209,163 of his own funds to acquire 24 
single premium survivorship annuity 
contracts under which he was annuitant 
for remainder of his life. Survivor annui- 
tant was designated by decedent under 
each of annuity contracts, in considera- 
tion of her consent to revocation of 
trust which provided income be paid to 
her for life. Consent agreement further 
provided payment of trust income to be 
made to decedent’s brother. Commis- 
sioner determined that value of annuity 
contracts at date of decedent’s death 
was $200,672 and included entire amount 
in decedent’s taxable estate. Estate con- 
tended that transfer was made under 
“a bona fide sale for an adequate and 
full consideration in money or money’s 
worth.” 


HELD: Value of survivorship inter- 
ests in annuity contracts was includible 
in decedent’s estate. Exemption from tax 
is limited to those transfers of property 
where transferor or donor has received 
benefit in full consideration in genuine 
arms-length transaction. Here there was 
merely contractual consideration but not 
such “adequate and full consideration in 
money or money’s worth” as to justify 
statutory exemption. Estate of Goetchius, 
17 T.C. No. 54, Sept. 28, 1951. 


Transfers in trust not taxable in 
grantor-trustee’s estate where distribu- 
tions controlled by external standards. 
On Dec. 31, 1935, decedent and his wife 
jointly created two separate trusts for 
each of their two minor children, de- 
positing stock having a value of $50,000 
in each trust. Decedent and his brother 
were named co-trustees. As result of 
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subsequent gifts and income accumu 
tions, value of each trust at time ,; 
decedent’s death amounted to approy 
mately $253,000. Trust indentures prj conte! 
vided that trustees could expend syajer de 
sums from time to time as they deemai clusio 
necessary or proper for support, maip| tuted 
tenance and education of beneficiarig} HE 
either from income or principal. Con tioner 
missioner determined that value of eae} circur 
trust should be included in decedent} were 
gross estate as transfers in contempkj and e 
tion of death, transfers with right mJ enjoy! 






suppo 






tained to designate who shall posses penin: 
or enjoy, and transfers with powers rm rever: 
tained to change enjoyment. tion, ¢ 
HELD: Transfers were not made . 

. 71, O 


contemplation of death. Moreover, powd 
reserved to grantor-trustee to make dig 
cretionary distributions of income an 
principal did not constitute power 
designate who should enjoy or posses 
property or to change beneficial enjoy 
ment. Such discretion could only be e 
ercised within fixed and ascertainab! 
standard. In such case, trustee’s fun 
tion was only ministerial. Estate , 
Weir v. Comm., 17 T.C. No. 46, Sept. % 
1951. 
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Transfers in trust to minor childr 
gifts of future interest despite benefi 
ary’s right to demand income and ter 
inate trusts. Petitioner created irrev 
able trusts for three minor childre 
transferring $3,500 to each trust. | 
denture provided for discretionary di 
tribution of income during minority, a 
gave beneficiaries “right at any time} 
demand payment ... . any unexpend 
income” plus the additional right t Peed 
terminate and demand full — 


: hee might 
trust. Petitioner had ample funds ject te 
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TRUSTS AND Estill 
Noven 


-umMuls 
‘ime 
pproxi} support children, and no guardians were 
es pr contemplated or appointed. Commission- 
id suc} er denied right to annual gift tax ex- 
clusions, arguing that transfers consti- 
tuted gifts of “future interests.” 

HELD: Commissioner sustained. Peti- 
. Con} tioner’s real intent, as evidenced from 
of eat circumstances, controlled. Beneficiaries 
-edent{ were not meant to have immediate use 
tempkj and enjoyment of trust property. Such 
ght rj enjoyment was to be deferred until hap- 
posses pening of an event—age attainment, 
rers m reversal of petitioner’s financial posi- 
tion, ete. Kieckhefer (189 F. 2d 118) not 
followed. Stifel v. Comm., 17 T.C. No. 
/ 71, Oct. 10, 1950. 
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Rulings on Powers of 
Appointment 


Powers of appointment clarified. Sev- 
‘| eral questions relative to the application 
jof the Powers of Appointment Act of 
11951 with respect to estate tax, were 
J} answered in a letter ruling recently, as 
¥ follows: 

1. Since a specific definition of a gen- 
eral power of appointment is contained 
in section 811 (f) (3) of the Code, it is 
the position of the Bureau that such 
definition is controlling for estate tax 
purposes, regardless of common law prin- 
ciples or the law of any particular juris- 
diction. Accordingly, it is held that 
.|a power which is limited so as to 
be exercisable only in favor of per- 
sons other than the decedent, his es- 

tate, his creditors, or the creditors of 
his estate, is not a general power even 
if under local law the donee’s creditors 
might be able to reach the property sub- 
ject to the power if the donee were to 
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2. Since a person appointed trustee 
acquires the power solely by reason of 
the appointment, the power (in a suc- 
cessor trustee) will be treated as having 
been created as of the time of such ap- 
pointment and not prior to 1942 (when 
the trusts were created). 

38. Under the provisions of section 
811 (f) (1) of the Code, property sub- 
ject to a power of appointment created 
on or before October 21, 1942, is in- 
cludible only if the power is a general 
power exercised by the decedent by will 
or by a disposition which is of such na- 
ture that if it were a transfer of prop- 
erty owned by the decedent, such prop- 
erty would be includible in the decedent’s 
gross estate under section 811 (c) or 
(d). Where the beneficiary has the right 
to withdraw the trust property during 
her life and the right to appoint the 
trust property by her will among the 
descendants of the creator of the trust, 
the power which could be exercised by 
will is not a general power, and the 
property would not be includible in the 
gross estate of the donee. Letter Ruling 
from E. I. McLarney, Deputy Commis- 
sioner, dated Aug. 23, 1951. 


A A A 


Wasson Heads Legal Aid 
Campaign 
New York, N. Y.—R. Gordon Wasson, 
vice president of J. P. MorGan & Co., 
INc., has been named General Chairman 
of The Legal Aid Society’s 1952 Cam- 
paign. In accepting the post Mr. Wasson 
pointed out that a minimum of $325,000 
must be raised in 1952 to assure equality 
under law for New Yorkers who need 
legal services and cannot pay even a 
modest fee to an attorney. 








Legislation 


MASSACHUSETTS 


Ch. 684: Amends Chapter 163 of 1951 
Laws passed earlier this year. Earlier 
statute extended 20-year limitation on 
the taking out of adminstration to 50 
years, thereby upsetting practice as to 
passing and registering titles. New act 
therefore provides that if more than 20 
years have elapsed between date of death 
and the filing after Jan. 1, 1952, of peti- 
tion for administration, rights of cred- 
itors and of administrator to deal with 
real estate shall be subject to rights 
acquired by conveyance, mortgage or 
other instrument from or through any 
heir-at-law of decedent recorded before 
filing of petition, and to rights estab- 
lished by competent court in proceeding 
filed before filing of petition for admin- 
istration. 


MISSOURI 


S.B. 63: Amends ancillary administra- 
tion statute to cover situation where 
will of non-resident decedent leaves leg- 
acy to Missouri resident or corporation. 


NEW JERSEY 
Ch. 304: Amends provisions relating to 
escheat of unclaimed personal property. 
WISCONSIN 


Ch. 699: Amends provisions relating 
to escheat of unclaimed personal prop- 
erty. 


Jemadn 


GALLERIES 


160 East 56thSt.NX22 


CENTRALLY LOCATED IN 
THE ANTIQUE DISTRICT. 


Specializing in the sale of 
PERSONAL PROPERTY 
AT PUBLIC AUCTION 


Entire Estate Furnishings 
or Residuary Effects 





At the Galleries or in the home. 


We are equipped to handle sales 


of any scope in our spacious 
MAIN and SECONDARY GALLERIES 


OUR REPUTATION FOR PROMPT 
AND ACCURATE ACCOUNTING 
can be vouched for by the numerous 
Banks, Trust Companies, Law Firms 
and Individuals for whom we have 
produced satisfactory results. 


Consultations involve no obligations. 


WILLIAM J. COLEMAN 
GEORGE J. ROEDICG 
RICHARD ELLETT 


Auctioneers and Appraisers 


























INHERITANCE TAX OFFICIALS 
REVIEW CURRENT QUESTIONS 


Timely problems were discussed by the 
inheritance tax Bection of the National 
Association of ' Administrators which 
met at Mackin sland, with Daniel S. 
Bigelow of th ashington State Tax 
Commission s g as chairman. Five 
states and the strict of Columbia were 
represented at » first session. 













topic of the blockage 
g securities, it was 
pointed out th: innesota recently had 
a case in whickhe court entirely disre- 
garded the theery and fixed the tax on 
the mean quoted value as of the date of 
death. It was felt that this decision was 
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correct for several reasons. It is not 
necessary to depress the market in dis- 
posing of large blocks of stock. It can 
be done by sale through investment 
bankers who dispose of the stock in the 
same manner as selling stock of new 
corporations, excepting that the quoted 
market value is closely followed. Further, 
if the block represents a controlling in- 
terest in the corporation it may well be 
worth far more than the market quota- 
tion. In addition, the inheritance tax is a 
tax on the right of receiving property or 
the right of acquisition, and if a person 
wanted to acquire the stock as of the 
date of decedent’s death he would have 
had to pay the market price. 


In most instances market quotations 
do not represent the true intrinsic value 
of the stock inasmuch as the sales are 
of small minority interests. In other 
words the market quotations are a value 
which has already taken into consider- 
ation a discount because of the minority 
interest. Consequently, if the market quo- 
tation is used as the basis for valuing 
large blocks of stock and another dis- 
count is allowed because of the blockage 
theory, actually two discounts have been 
taken. The unanimous conclusion was 
that the blockage theory should not be 
recognized in valuing listed securities, 
and that the difficulties with which state 
administrators are faced are largely due 
to the Federal recognition of the theory. 


Following discussion of the plan to in- 
tegrate Federal estate and gift taxes by 
including in the estate of the decedent 
all transfers made prior to death and to 
give credit for any gift tax paid, it was 
agreed that such a plan will probably 
not be adopted by the Federal govern- 
ment. It was felt that there is nothing 
inherently wrong with the plan as it is 
intended both as a stop-gap in avoiding 
taxes and as a means of increasing rev- 
enues, but it is a matter of policy on 
which those present had no definite 
preference. It was pointed out, however, 
that in some cases the tax would be 
increased to such an extent that it would 
be a definite hardship on the residuary 
beneficiary to pay it. 


The representatives unanimously 
agreed that the Federal government 
should step out of the death tax field and 
leave this exclusively to the States. 
Since this is not likely, however, the 
Federal government should give more 
than 80% of the basic estate tax to the 
states. The consensus was that in addi- 
tion to the 80% of the basic tax now 
allowed, at least 33144 % of the additional 
Federal tax should be allocated to the 
states. A higher figure than this would 
be desirable, but impractical to request. 
Although the figure of 3344% is low, it 
would be somewhat compensated for by 
the fact that in most instances the state 
tax would be increased to such an extent 
that many present administrative prob- 


lems would become moot and cost of ad. 
ministration consequently lessened. 


There was a division of opinion as to 
how powers of appointment should be 
handled. The difference lies largely in 
the theory on which the tax is based. If 
it is considered that a person who has 
a life estate in property and the power 
to appoint the remainder has all the 
incidents of ownership, then the property 
should be taxed fully not only in the 
estate of the grantor of the power but 


also in the estate of the grantee of the | 


power. If it is considered, on the other! 
hand, that the property belongs to the 
grantor of the power until it is ap. 
pointed by the grantee of the power, 
then the tax should be assessed only in} 
the estate of the grantor of the power. 
The State of Washington has a new 
statute based on the latter theory. How- 
ever, it appears that the Federal govern. 
ment and many other states assess the 
tax in both estates as if there were two 
taxable transfers. 


The marital deduction is in the federal 
law to stay. It can be justified if the 
theory is that a tax should be assessed 
only once in each generation. No con- 
clusion was reached as to whether the} 
marital deduction should be adopted by 
the states. 

| 


The second section meeting, with an 
additional state represented, opened with 
a discussion of the division of the basic 
estate tax between states. Although this 
does not appear to be covered by statute 
it has not presented any serious problem 
so far, each state taking the portion 
represented by the ratio the gross estate 
subject to its tax bears to the total gross | 
estate. Possibly this should be specif- 


ically covered by statute. 
| 


With reference to reciprocal exchange 
of information, it was agreed that the 
administrators of the various states 
could well assist each other with little 
effort. When a consent to the transfer of 
stock is issued it is a simple matter to 
make a copy and forward it to the state 
of domicile. Thus the administrator in 
that state can check to see that it has 
been reported for tax purposes. Several 
states are exchanging such information 
now and in several instances stocks have! 
been taxed which were not previously 
listed. Where tangible personal property 
of nonresident decedents is not subject 
to tax it is also important that such 
property be reported to the state of 
domicile. 





Although one state recently enacted a 
law providing for arbitration of dom- 
icile it had thus far had no question arise 
with a state which had a similar law. 
Consequently, it has continued compro- 
mising the tax in such cases. It seemed 
to be the consensus of the group that the 
value of the new arbitration law is ques- 
tionable, and that practically all cases) 
can be satisfactorily compromised. 


TRUSTS AND ESTATES 


A 
Holy 
the v 
boar¢ 
ing ¢ 
Colle 
estat 
trust 
and | 
relati 
cease 
there 
anotl 
left t 
Adva 
annu: 
$1,00 
contr 
used 
has t 
mine 
be cc 
of $1 
the | 
excee 
Cleve 


An 
unde} 
provi 
to ab: 
legac 
and | 
land 
than 
the g 
any s 
shall 
land 
Bank 
cutor: 
reten 
count 


ISA 
Jame: 
tion, | 
a cer 
for th 
oleum 
in tr 
mont] 
divide 
recei\ 
daug] 
mont] 
purch 
over | 
attor1 


was e 


Nove 


f ad. 


as to 
ld be 
ly in 
od. If 
> has 
ower 
1 the 
perty 
1 the 
r but 
f the 
other | 
0 the! 
3 ap. 
ower, | 
ly in} 
ower. | 
new 
How- 
vern- 
s the 
e two 


deral 
f the 
essed 
con- | 
r the) 
od by 


h an} 
with 
basic 
| this 
atute 
»blem 
rtion | 
state 
PTOss 
recif- 





ange | 
t the 
tates 
little 
er of 
er to 
state 
yr in 
> has 
veral 
ation 
have | 
ously 
perty 
bject 
such 
e of 


ted a 
dom- 
arise 
law. 
1pro- 
emed 
t the 
ques- 
cases | 


ATES} 


WHERE THERE'S A WILL 


A MILLION DOLLAR GIFT to Mount 
Holyoke College is the first bequest under 
the will of NEWCOMB CLEVELAND, retired 
board chairman of a leading advertis- 
ing agency, McCann-Erickson, Inc. The 
College also receives the residue of the 
estate and the remainders of several 
trust funds. Four trusts, two of $50,000 
and two af $25,000, are established for 
relatives of Mr. Cleveland and his de- 
ceased wife (they had no children), and 
there is an outright legacy of $25,000 to 
another. A bequest of up to $25,000 is 
left to the American Association for the 
Advancement of Science to continue the 
annual “Newcomb Cleveland Prize” of 
$1,000, established in 1923 for a notable 
contribution to science. Principal may be 
used to pay the prize and the Association 
has the option after 25 years to deter- 
mine whether or not the awards shall 
be continued. The balance of a pledge 
of $12,000 to a hospital is satisfied by 
the will, with an additional sum not 
exceeding $8,000 for furnishing the ‘May 
Cleveland Room.” 


Any funds passing to the College 
under the terms of the will — which 
provides that the million dollar gift is 
to abate if necessary to satisfy the other 
legacies — are to be held in perpetuity 
and be known as “The Newcomb Cleve- 
land Fund,” the income and not more 
than half of the principal to be used for 
the general purposes of the College. If 
any sums are used for scholarships, they 
shall bear the testator’s name. Mr. Cleve- 
land named his attorney friend and 
Bankers Trust Co. of New York as exe- 
cutors and trustees, recommending the 
retention of a named law firm and ac- 
counting firm. 


ISABELLA M. SHELDON, president of the 
Jamestown (N. Y.) Newspaper Corpora- 
tion, bequeathed $10,000 to the trustees of 
a cemetery association to use the income 
for the maintenance of the Sheldon Maus- 
oleum. To her daughter she gave $5,000 
in trust to pay an employee $50 per 
month, any balance at his death to be 
divided between her two children, who 
receive the residue of the estate. The 
daughter is given an option, for six 
months after Mrs. Sheldon’s death, to 
purchase her home for $20,000. The Han- 
over Bank of New York and a Jamestown 
attorney are named executors. 


A LARGE SHARE OF A & P’s EARNINGS 
will go to charity under the will of John 
A. Hartford, chairman of the board of 
the Great Atlantic & Pacific Tea Co. 
Virtually all of his fortune, except for 
bequests totalling over $300,000 to rela- 
tives, friends and employees, is left to 
the Foundation bearing his name, which 
was established in 1929 for charitable and 
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benevolent purposes. The bequests in- 
cluded one of $100,000 to Ralph W. 
Burger, president of the chain of some 
4,700 food stores, and $25,000 to the 
manager of the 365-acre estate at Val- 
halla, N. Y. Mr. Hartford named an 
individual as sole executor of his will. 


A SCHOLARSHIP FUND for students in 
the Graduate and Engineering Schools 
of the University of Pennsylvania will 
be set up with the bulk of the estimated 
$2,500,000 estate of AUGUSTUS TRASK 
ASHTON, former City Solicitor of Phila- 
delphia. The residue of the estate is left 
in trust with Land Title Bank and Trust 
Co. of Philadelphia and an individual, 
named executors as well as trustees, to 
pay annuities totalling $44,200 to rela- 
tives and others, with the remainder of 
the income to go to the University to 
establish “Ashton Scholarships.” 


To assure the continuation of this pur- 
pose, Mr. Ashton deemed it “essential 
that the principal of my estate shall at 
all times equal the gross value thereof 
passing under the terms of my Will at 
the time of my death, and that the full 
amount of such principal be preserved 
from year to year.” Accordingly, he di- 
rected that all income received by the 
executor and trustee in excess of the 
amounts required to pay the bequests be 
retained by them and transferred to the 
trust to be invested until the total prin- 
cipal of the estate equals the original 
gross value. One year after the final 
confirmation of the executor’s account and 
annually thereafter, an appraisal of the 
estate is to be made and in the event 
that there is any shrinkage below the 
original gross value of the estate, the 
executor or trustee must continue to 
apply such income to restore the original 
value. 


FOUNDER AND MANAGING DIRECTOR of 
the Life Insurance Agency Management 
Association, JOHN M. HOLCOMBE, JR., put 
his entire estate other than personal 
effects in trust with Hartford National 
Bank and Trust Co., to pay the income 
to Mrs. Holcombe for life. She is also 
to receive such portions of the principal 
as the trustee deems “necessary or de- 
sirable for her comfortable maintenance 
and support.” Upon her death, the fund 
is to be held in further separate trusts 
for the surviving children, with similar 
income and use of principal provisions. 
The share of any predeceased child is to 
be paid outright to his issue. The trusteed 
property is subject to a general power 
of appointment in the children exercis- 
able by will, and in default thereof it 
will go to their respective issue. The 
executor — the bank — is directed to pay 
all death taxes out of the estate as an 
expense of administration. 
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ACCOUNTING — Court — Approval 
of Intermediate Accounts as Final 
Judgment 


Washington—Supreme Court 
Clark v. Cooper, 139 Wash. Dec. 370. 


Herbert Cooper died in 1943, leaving 
the residue of his estate in trust for his 
wife for life, with remainder over. The 
plaintiff, Minnie Clark, is the remainder- 
man of one-third of the trust estate. The 
estate was closed and the corpus of the 
trust distributed to the trustees, who 
thereafter regularly complied with the 
requirement of the Uniform Trustees’ 
Accounting Act. The plaintiff appeared 
generally and objected to the approval 
of the first triennial account of the trus- 
tees. After hearing, the Court entered 
an order construing the will and ap- 
proving the intermediate reports and 
the triennial accounting. No appeal was 
taken from this order. 


Upon the second triennial hearing, to 
approve the subsequent reports and ac- 
count, plaintiff again appeared and ob- 
jected to the reports and account. The 
trial court disallowed most of her ob- 
jections, and entered an order approving 
the reports and account, holding that the 
objections made as to the disposition of 
capital gains had been considered and 
settled in the order approving the pre- 
ceding triennial account. 


HELD: Affirmed. Capital gains, under 
a trust such as this, go to the remainder- 
man rather than to the life tenant, un- 
less a contrary intention of the settlor 
is found by the Court. The Court on the 
prior accounting having found such a 
contrary intention in the will and no 
appeal having been taken, the rule of 
res adjudicata applies. The order ap- 
proving the first triennial accounting was 
a final judgment as to the matters therein 
contained, in so far as the right to ap- 
peal is concerned, under the express 
provisions of the Uniform Trustees’ Ac- 
counting Act. 


RECENT FIDUCIARY DECISIONS 


CLaims — Executor Ordered to Re- 
tain Fund to Guarantee Alimony 
Payments to Decedent’s Former 
Wife 

Maine—Supreme Court 
Sard v. Sard, 83 A. (2d) 286. 


Five separate cases are considered in 
this opinion and involve the rights of the 
divorced wife and two children of Russell 
E. Sard and his surviving widow against 
his estate. These rights arise under the 
terms of a separation agreement entered 
into prior to the divorce, in which it 
was provided that the deceased would 
pay to his wife $6,000 a year during her 
life or until her remarriage and that each 
party to the agreement would execute a 
will providing a bequest of not less than 
$50,000 to each of the children. The 
divorced husband subsequently remarried 
and died testate. Under his will no pro- 
vision was made for assuring the con- 
tinuation of the payments to his former 
wife although there was a provision for 
his children. 


The former wife brought an action at 
law to recover installments due her under 
the agreement to the date of her former 
husband’s death and petitioned the 
Probate Court for an order directing the 
executor to retain in his hands sufficient 
assets to pay her the amounts that would 
thereafter become due under the agree- 
ment. The son and daughter claimed that 
the father had failed in his will to make 
the provision for each of them provided 
for in the agreement and brought ap- 
propriate proceedings to recover the 
same. 


HELD: The order of the lower court 
that the sum of $150,000 be retained by 
the executors to guarantee the annual 
payment to the divorced wife was justi- 
fied and the claims of the children in the 
amount of $50,000 each should be allowed 
with payment postponed until funds 
were available. As to the claim of the 
former wife for installments due under 
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Louisiana—Supreme Court de t 

Kohlear v. Singer, 51 So. (2d) 307. wee 
lifetime 


Plaintiff transferred to defendant, her|found i 
son, securities and war bonds in order tolof the « 
divest herself of all property interests.|in the 1 
Her purpose was to place title in an-lafter | 
other’s name in order that she mightlwas aff 
quality for old age assistance payments lof Rau 
under state law. The transfer was made|P, 2d 8 
with an understanding by defendant of 

Afte 
the purpose, and defendant agreed to| .... 
return the property upon request. When Peres 
plaintiff requested the return of the ie oe 
property, defendant refused and plain- it be de 
tiff sued to be declared owner of the!. ; 
property. The lower court ordered hel. 


f the 
return of the property. ade zt 


Court i 
HEL 


(1) 
to dete 
nature 
propert 


HELD: For plaintiff. The transferor 
is entitled to the return of the property, 
notwithstanding the illegal motive of the 
transfer or the defendant’s knowledge 
thereof. Delivery of the securities by 
plaintiff as a part of a fraudulent plan 
to qualify for old age assistance created 
an agency relationship and the transfer- 
ree held as agent for the transferror. 


(2) 
point t 
proceec 
the ch 
concluc 


NOTE: The absence of any reference 
in the decision to constructive trusts can 
be explained on the ground that Louis- 
iana courts recognize only express, writ- 
ten trusts which comply with the 
Louisiana Trust Estates Act. La. R.S. 
9:1791 et seq. Neither the constructive 
the 
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on the 
erty a 
were p 
nor trust is ceeding 


resulting recognized, 


since only a written instrument complies} clusive 
with the statute. Therefore, no problem 
of abuse of confidential relationship or DISTR 
public policy considerations to penalize title 
conveyances for a fraudulent purpose Mis 
arise. 
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California—District Court of Appeal 

Estate of Rawnsley, 106 A.C.A. 584 (Sept. 12, 

1951). 

Ann Rawnsley died testate, leaving 
surviving as her heirs her husband, 
James, a daughter Ena by her marriage 
to James, and a daughter Ann by a prior 
marriage. Her will gave all her property 
to her husband for life, with remainder 
over to Ena, not mentioning Ann. James, 
administrator with will annexed, filed an 
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nventory stating that all decedent’s prop- 
rty was her separate property and not 
ommunity. Thereafter Ann filed a peti- 
“7 ion under Section 1080 of the Probate 
Oving Fode to determine heirship, claiming she 
lleges as entitled to % of decedent’s estate as 
r evi: pretermitted heir. James and Ena filed 
hn answer admitting that Ann was a 
daughter of decedent and an heir at law 
ency p nd that the property was the separate 
Ction property of decedent, but that they were 
Notentitled to the estate in accordance with 
the will to the exclusion of Ann, owing 
to certain advancements which had been 
made to Ann by decedent during her 
lifetime. The court in that proceeding 
-» herlfound in favor of Ann, awarding her 4 
ler tolof the estate, giving James a life estate 
rests.jin the remaining %, and the remainder 
| an-lafter his death to Ena. This decree 
night was affirmed on James’ appeal in Estate 
nents of Rawnsley, 94 Cal. App. 2d 384, 210 
made IP, 2d 888. 
nt of 
dt 
Vhe 
the 
lain- 
the 
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After the affirmance, James filed a 
° | petition in the probate cause, in which 
"lhe claimed that certain items listed in 
the inventory were community and that 
it be decreed that he was entitled to these 
items. Ann answered, setting up the bar 
of the prior judgment. The present ap- 
peal is from a judgment of the Superior 
feror} Court in Ann’s favor. 


erty! HELD: Affirmed. 
f the 
edge} (1) Judgment in former proceeding 


; by|to determine heirship is conclusive on 
plan nature of the property as being separate 
ated|property of the decedent. 

sfer- (2) James, not having raised the 
re point that the trial court in the heirship 
ence | Proceeding was not entitled to determine 
can|the character of the property, is now 
yuis-| Concluded from raising it. 
vrit-| (3) Ann’s claim to % of the estate 
the} on the basis that it was separate prop- 
R.S.| erty and she was a pretermitted heir 
tive} were proper issues in the heirship pro- 
ized, ceeding, the decree in which is con- 
lies} elusive. 
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DISTRIBUTION — Administrator En- 
titled to Recover Death Benefits 
Mistakenly Made to Widow 


Tennessee—-Supreme Court 


Roach v. Underwood, 241 S.W. (2d) 498. 


nt 
oi Decedent was killed while working for 
of | 2 railroad company, and complainant was 
appointed administrator of his estate. 
Complainant made a_ settlement of 
$10,000 with the railroad company under 
-12) the Federal Employer’s Liability Act, 
and distributed the proceeds according to 
the provisions of that Act, the widow 
being paid $5,750. This distribution was 
age made after the administrator had con- 
rior | sulted with the County Judge and County 
tty} Court Clerk concerning the apportion- 
der | ment of the proceeds, and was made pur- 
nes,/ suant to an order of the County Judge. 
an! The Supreme Court, however, held that 
the proceeds should have been disbursed 

TES 


ring 
ind, 


NOVEMBER 1951 


according to the laws of distribution of 
Tennessee, and that the widow was en- 
titled only to a child’s share of the pro- 
ceeds. 

The administrator filed suit against the 
widow to recover the excess payment of 
$3,750. The widow demurred upon the 
ground that the administrator had made 
a mistake of law rather than a mistake 
of fact, with knowledge of all of the 
facts, and therefore he was not entitled 
to relief in equity. The trial court sus- 
tained the demurrer and dismissed the 
suit. 

HELD: Reversed. There are many ex- 
ceptions to the rule that equity will not 
relieve against a mistake of law as dis- 
tinguished from a mistake of fact. Mod- 


ern authorities agree that relief should 
be granted whenever one has paid money 
under a mistake as to his rights and 
duty, when he was under no legal or 
moral obligation to pay, and when the 
recipient in good conscience has no right 
to retain the money. This rule applies 
whether the mistake is said to be one of 
law or of fact. 


In this case the administrator advised 
with County officials and made his dis- 
tribution in entire good faith. Many lead- 
ing members of the Bar had felt that 
the distribution should have been made: 
under the Federal Act rather than the 
intestate laws, and the matter was not 
determined until the Supreme Court made 
its decision. It would, therefore, be gross- 
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ly inequitable and unjust to permit the 
defendant to retain the money to which 
she is not entitled. 


DISTRIBUTION — Death after Ac- 
counting but before Actual Distri- 
bution Does Not Lapse Bequest 


Pennsylvania—Supreme Court 
Davidow Estate, 81 A. (2d) 586. 


At the second accounting of the trus- 
tees under decedent’s will in 1941, the 
lower court awarded $170,000 in legacies 
to the respective legatees but directed 
the trustees to retain them and distribute 
them to the legatees when and as directed 
by the court. The reason for this was 
that the legatees lived in foreign coun- 
tries and it was impractical to send the 
funds to them. Thereafter, certain leg- 
acies were paid to the person entitled but 
at the third and present accounting, there 
was $93,500 left in the trustees’ hands. 
The lower court in 1941 had determined 
that decedent’s brother Benjamin, would 
be entitled to $15,000, and each of three 
of his children to $10,000. 


In the meantime Benjamin had died 
and all of his family, except one son, 
massacred. At the present accounting, 
this son claimed the $45,000 as the sole 
surviving next of kin of Benjamin and 
the three children. In the cases of three 
other legatees who had died subsequent 
to the second accounting, their surviving 
next of kin claimed their legacies. The 
lower court lifted the impounding order 
and awarded the legacies to the respec- 
tive next of kin as claimed. The trustees, 
the trustee ad litem and the residuary 
legatee appealed on the ground that the 
will required the legacy of any legatee 
dying before distribution as therein pro- 
vided to lapse and become part of the 
residuary estate. 


HELD: Affirmed. The word “distribu- 
tion” as used in the will should not be 
construed in the sense of payment but 
rather in the sense of an award upon an 
accounting. Here, there was such an 
award at the second accounting and the 
trustees actually held the funds as trus- 
tees for the legatees and not as trustees 
under the will. Moreover, the findings on 
the second accounting were in effect a 
final distribution and have become res 
adjudicata. It is not necessary in view 
of world conditions to direct that the 
legacies be paid to the estates of the 
deceased legatees. 


DISTRIBUTION — Discretionary With- 
holding of General Legacies Man- 
datory Where Estate Insufficient 
for Testator’s Purposes 


New Jersey—Superior Court, Chan. Div. 
Drexler v. Drexler, decided Sept. 13, 1951. 


Plaintiff, widow of deced-nt, seeks con- 
struction of will which prcvided legacies 
of $30,000 and residue in',-ust for plain- 
tiff and two children. Itic’me from trust 
was payable to plaintit Yor life. Trust 
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Members of the Drill Team of The First 
National Bank of Chicago American Legion 
Post as they boarded an Eastern Air Lines 
Constellation bound for Miami where they 
defended their co-championship in drill com- 
petition at the National American Legion 
Convention last month. They took second 
place in the firing squad competition and 
fourth place in the color guard competition. 
The First National Bank Post is one of the 
two posts in the country whose membership 
consists entirely of bank employees. 





also contained right to invade principal 
up to 5% of residue on request of plain- 
tiff and at discretion of trustees. Testator 
further empowered trustees, in their 
discretion, to forego payment of any 
legacies if estate was insufficient to pro- 
vide for plaintiff as directed. Total estate 
amounted to only $20,000. Plaintiff, in 
seeking to restrain executors from dis- 
tributing legacies, named two children, 
as executors and general legatees, de- 
fendants. 


HELD: Will clearly expressed inten- 
tion to amply provide for widow, even if 
estate was small. Defendants’ argument 
to effect that wide discretion granted to 
them with respect to time of payment of 
general legacies permitted them to make 
immediate payment, as well as right to 
postpone legacies, in their sole discre- 
tien, is not tenable. To agree with that 
contention would be to make the discre- 
tionary provision of the will meaningless. 
Executors must keep estate intact until 
widow’s death. 


DISTRIBUTION — Legatee May Dis- 
claim or Renounce Burdensome 
Gift and Accept Beneficial One 


Massachusetts—Supreme Judicial Court 


Pepperell v. Whipple, 1951 A.S. 939; Sept. 13, 
1951. 


Testatrix gave all her real estate in 
Pepperell to her friend Sena for life or 
as long as she wanted to use it. On her 
death or if she wished to give it up, it 
was to go to a Nurses Association (here- 
inafter referred to as Nurses) for a 
nurses’ recreation home. There was also 
a fund of $4,000 given to trustees to use 
the income to pay taxes, etc., while Sena 
occupied it, and then go to the Nurses. 





The residue of the estate went to the 
Town of Pepperell. 


Later Sena expressed a desire to re. 
linquish possession, and the Nurses voted 
to decline the property, as they could not 
use it. Later Sena executed an instru. 
ment formally relinquishing the estate, 
and the Nurses passed a formal vote re. 
fusing to accept the property, but ex. 
pressly reserving their rights to the 
$4,000 trust fund. The Town as residu. 
ary legatee claimed the fund as well as 
the estate. 


HELD: The Nurses were entitled to 
the fund. The two gifts were separate 
gifts, not parts of one gift. While a 
devisee or legatee may disclaim or re- 
nounce a devise or bequest, it must be 
clear and unequivocal. Here the Nurses 
expressly reserved their claim to the 
trust fund. There is no rule which pre- 
vents a legatee from disclaiming a gift 
which it feels will prove burdensome and 


at the same time accepting a beneficial | 


provision of the will. 


INVESTMENTS Participation 
Legal Common Trust Fund Ex- 
cluded in Determining Maximum 
Permitted under Modified Prudent 
Man Rule 


New York—Surrogate’s Court, Suffolk Co. 
Matter of Prime, N.Y.L.J., Oct. 2, 1951. 


The trust assets already included more 
than 35 per cent “non-legals’” and the 
trustee could not, therefore, make addi- 
tional investments in securities author- 
ized by Personal Property Law See. 
21 (1) paragraph (m). Could the trus- 
tee, which had made some investments in 
its legal common trust fund, make addi- 
tional investments in such fund up to the 
statutory limit of $100,000 for each par- 
ticipating trust? 


HELD: The trustee is authorized to 
make such additional investments. The 
35 per cent limitation on investments in 
“non-legals” does not apply to invest- 
ments in a legal common trust fund, even 
though such fund may itself consist of 
“non-legals” up to the 35 per cent limita- 
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tion as authorized by Chapter 464, Laws 


of 1950. Although in Matter of Peck, 
101 N. Y. S. (2d) 288, Surrogate Col- 
lins held that investments in a legal com- 
mon trust fund may be included in the 
total value of the investments comprising 
the 35 per cent category, a 1951 amend- 
ment to paragraph (m), provides that 
“In determining the aggregate mar- 
ket value of the property of a fund and 
the percentage of a fund to be invested 
under the provisions of this paragraph a 
fiduciary *** (ii) shall exclude the value 
of any investment in a legal common 
trust fund made pursuant to the banking 
law.” The purpose of this amendment 
was to resolve the problem presented in 
Matter of Peck. 
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Joint TENANCY — Deposit to Credit 
of Husband or Wife Creates Ten- 
ancy by Entireties —- Conflict of 


Laws 
Tennessee—Supreme Court 


Sloan v. Jones, 241 S.W. (2d) 506. 


Decedent and his wife, residents of 
Tennessee, deposited a fund in a Ten- 
nessee bank in the name of “Joe Tatum 
or wife.” Subsequently they moved to 
Alabama, where the wife predeceased her 
husband. The heirs of the wife contended 
that the fund should be distributed ac- 
cording to the laws of Alabama, while 
the administrator contended that the de- 
posit created an estate by the entireties, 
so that the husband became the sole 
owner at his wife’s death. The president 
of the bank in which the deposit was 
made testified that it had been expressly 
agreed between Tatum, his wife and the 
bank that either spouse could check 
against the deposit and that upon the 
death of either the deposit would become 
the absolute property of the survivor. 


The Chancellor held that the deposit 
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um 
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did not create a tenancy by the entireties 
and that the law of Alabama should gov- 
ern the distribution of the fund. 
HELD: Reversed. The estate of ten- 
ancy by the entireties exists in personal 
property as well as real estate. Such a 
tenancy may be created by a joint de- 
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ownership appears. The fact that the 
word “or” instead of “and” is used in a 
deposit is not controlling in determining 
intention; in many instances it will be 
read as indicating joint ownership if the 
intention to create such ownership is 
sufficiently clear. 


Although there is a conflict of author- 
ity on this point, the better rule seems 


_to be that which will give effect to the 


parties’ intention, regardless of the 
wording used. The law of Tennessee will 
govern in this case, since the contract 
with the bank was made in Tennessee. 
The law of the place where the contract 
is made governs its validity and construc- 
tion. Since by Tennessee law a tenancy 
by the entirety was clearly created in 
this case, the surviving spouse took sole 
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aryland Trust Company 


ownership of the fund, and the laws of 
distribution are not applicable. 


LIVING TRusts — Doctrine of Gifts 
by Implication Not Applicable to 
Inter Vivos Trust 

Tennessee—Supreme Court 
Apperson v. Karsch, 241 S.W. (2d) 545. 

Donor transferred $20,000 worth of 
bonds in trust for the use of her daugh- 
ter. The instrument provided that if the 
daughter should become a widow or be- 
come separated from her husband she 
was to receive a specified monthly income 
from the trust fund. The instrument pro- 
vided further that if the daughter died 
without children surviving, the corpus 
should be held in trust for the donor’s 
son, and if the son should die without 
issue, then the corpus was to go to a 
named third party free of trust. 

Donor’s son died without issue during 
the lifetime of the daughter. The named 
third party renounced any interest in 
the trust fund. This suit was instituted to 
determine whether children of the daugh- 
ter had any beneficial interest in the 
trust fund. The trial court held that no 
provision had been made for the daugh- 
ter’s children and that upon the death 
of the daughter the corpus would revert 
to the donor. 

HELD: Affirmed. No specific provision 
is made for the children of the daughter. 
Nor can there be any implication that the 
donor intended such children to have an 
interest. The presumption against par- 
tial intestacy applied in construing wills, 
by which the daughter’s children would 
receive a gift by implication, does not 
by the weight of authority apply to inter 
vivos grants. There is no presumption 
that the grantor intends to convey all 
of his property in a specific conveyance. 


PERPETUITIES — Option to Repur- 
chase Does Not Violate Rule. 


Tennessee—Supreme Court 
Hall v. Crocker, 241 S.W. (2d) 548. 


Morris conveyed a tract of land in fee 
simple to a Mrs. Bowles with a provision 
in the deed, however, that should Mrs. 
Bowles desire to sell the land or should 
she die, then the grantor or his legal 
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representatives should have the right to 
buy the land for the actual cost of im- 
provements. Complainants, the heirs at 
law of the grantor, desired to purchase 
the land for the cost of improvements 
and brought suit to construe the above 
deed, alleging that Mrs. Bowles had re- 
cently died. Defendants contended that 
the option to repurchase violated the Rule 
against Perpetuities. Court so held. 


HELD: Reversed. Had the option 
merely provided that the grantor might 
repurchase if Mrs. Bowles should “desire 
to sell this land,” then it would violate 
the Rule against Perpetuities, since she 
might desire at any time to sell it or 
on the other hand she or her heirs might 
never desire to sell it. It is therefore 
possible that the option might be exer- 
cisable later than lives in being or within 
21 years thereafter. The option, how- 
ever, further provided that the grantor 
might repurchase if the grantee “should 
die.” Since the grantee was a party liv- 
ing when the option was created and the 
option must be exercised when she dies 
or during her lifetime if it is to be exer- 
cised at all, it does not violate the Rule. - 


SUCCESSOR TRUSTEE — Responsibil- 
ity for Assets Varied by Grantor- 
Trustee — Duty to Invest 


Missouri—Supreme Court, Div. 1 
Lipic v. Wheeler, 242 S.W. (2d) 43. 


Settlor created an inter vivos trust in 
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certain notes, deeds of trust, and real 
estate which he described in a list at- 
tached to the declaration of trust. The 
declaration provided that settlor should 
be trustee during his lifetime and at his 
death two of his sons should become suc- 
cessor trustees. The final paragraph of 
the declaration provided “I also reserve 
full power and right to amend or alter 
this trust from time to time as I shall 
deem proper and expedient, or name or 
substitute a new or additional trustee.” 


During settlor’s lifetime the trust as- 
sets were kept separately in a safe de- 
posit box. Shortly before his death settlor 
removed some of the notes and deeds of 
trust and substituted others in their 
place. He also sold some real estate, which 
had been one of the trust assets, for $500 
more than the value indicated on the 
list. When settlor died the successor 
trustees also became coexecutors of set- 
tlor’s estate. The successor trustees re- 
ceived trust assets totaMing $6,150 less 
than the total of the original list at- 
tached to the declaration of trust. They 
did not assert a claim against settlor’s 
estate for the $500 excess from the sale 
of the real estate; they did not advise 
the beneficiaries of the trust of its exist- 
ence; they did not earmark the trust 
assets; and they failed to reinvest the 
trust funds, all for about three years, 
even though the declaration of trust pro- 
vided that the successor trustees should 
divide the assets of the trust in equal 
shares among the beneficiaries one year 
after settlor’s death. Suit was brought 
by the beneficiaries of the trust seeking 
a determination of rights, final distri- 
bution of the estate, and allowance of 
attorneys’ fees. 


The trial court held that the successor 
trustees were liable for the $6,150 dif- 
ference between the value of the assets 
on the original list and the value of the 
assets received at settlor’s death, for the 
$500 excess from the sale of the real 
estate, and for 6 per cent interest upon 
the total of the two items. The trial court 
also held that the successor trustees were 
liable for 6 per cent interest upon cash 
received and kept in a non-interest bear- 
ing bank account. The successor trustees 
appealed. 


HELD: Reversed and remanded with 
directions to enter judgment in conform- 
ity with the opinion. Settlor’s handling 
of the trust assets indicated that he in- 
tended to exercise his reserved power to 
alter the trust. Accordingly the $6,150 
and $500 items were not trust assets 
when settlor died and the successor trus- 
tees were not liable therefor nor for 
interest thereon. The failure to earmark 
the trust assets was a breach of trust, 
but the trust estate sustained no loss 
from this breach. Concealment of the 
assets of the trust from the beneficiaries 
was also a breach of trust, as was the 
delay in seeking the advice of a court 
of equity concerning the conflicting in- 


terest of the cotrustees as coexecutors 
and legatees of settlor’s estate. 


The provision of the trust declaration 
authorizing the successor trustees “to 
pay any and all taxes which may be 
asserted against the property included 
in this trust, whether state, municipal, 
Federal, income or inheritance taxes, and 
to sell part of the trust estate property 
for such purposes” clearly indicated set- 
tlor’s intention that the trust estate 
should be obligated for any and all taxes 
which his own estate was legally obli- 
gated to pay upon the trust assets. Ac- 
cordingly the successor trustees were 
entitled to reimburse settlor’s estate for 
the trust’s pro rata share of Federal 
estate taxes and take credit therefor in 
the final distribution of the trust estate. 
Since this could not be done until the 
amounts of such taxes were finally de- 
termined, the cotrustees did not breach 
the trust in failing to distribute the 
trust assets at an earlier date. However, 
knowing that final distribution could not 
be made, the 
be held liable 
trust funds. 


successor 
for failure to reinvest 
By reason of their conduct, and par- 
ticularly by reason of their delay in 
seeking the aid of a court of equity, the 
successor trustees forfeited any rights 


trustees should | 


of compensation for their services or to | 


reimbursement of attorneys’ fees. 

TAXATION — Estate & Inheritance 
— Retroactive Amendment to Ap- 
portionment Statute Invalid 


Massachusetts—Supreme Judicial Court 


Weingartner v. Town of North Wales, 1951 
A.S. 987; Sept. 25, 1951. 


Petition to revoke a decree of the 


probate court apportioning the federal | 


estate tax among various legatees under 
St. 1948, c. 519 (G.L. 65A, $5). The will 
gave a number of money legacies, the 
residue going to the Town for public 
purposes. There were no 
other items in the gross estate except 
the property passing under the will. The 
decedent died in 1944, and the decree 
ordering apportionment, after full notice 
and a hearing, was dated October 16, 
1947. No appeal was taken by any party. 
Subsequently the various legatees, who 
had been paid, repaid to the executors 
the respective amounts due from them. 
The will was silent as to the payment of 
taxes. 


The basis for the petition was the 
amendment of St. 1948, ec. 605, which 
made these legacies exempt from the ap- 
portionment. This statute contained a 
retroactive feature as to all taxes paid 
and distributions made after the 1943 
statute, provided the executors had in 
their hands sufficient funds to readjust 
the payments. Admittedly they had suf- 
ficient funds in this case. The question 
therefore was as to the validity and con- 
stitutionality of the retroactive feature. 
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HELD: Petition dismissed. The decree 
jn question was a judgment. It was made 
by the probate judge upon proper pro- 
cedure brought by the executors under 
the 1943 statute. While the Legislature 
has the power to regulate the burden 
of taxes in the case of estates in process 
of administration (Merchants National 
Bank v. Merchants National Bank, 318 
Mass. 563), in this case there had been 
a judgment; and by Article 30 of the 
Declaration of Rights of the Massachu- 
setts Constitution the Legislature is pro- 
hibited from annulling or changing the 
judgment of a court. 


WiLts — Construction — Implied 
Cross Remainders 


Illinois—Supreme Court 
Hunt v. Mitchell, 409 Ill. 316. 


The third clause of testator’s will de- 
vised a tract of land to his daughter for 
life and a separate tract of land to his 
son for life. The fourth clause provided 
that a well located on the dividing line 
between the two tracts of land given to 
his son and daughter was to be used 
jointly by “the devisees and beneficiaries 
named in this will.” The fifth clause pro- 
vided: “Upon the death of my said two 
children, or either of them, I will, devise 
and bequeath the said real estate here- 
inbefore devised to my said two children, 
unto my grandchildren .. . living at the 
time of the death of the survivor of my 
said two children.” Testator’s son died 
leaving two surviving children and 
testator’s daughter who had no children 
claimed she was entitled by implication 
to a life estate in the tract which the 
son had occupied. 


HELD: Daughter’s claim denied on 
the ground that reading the will as a 
whole no intention to give her a cross 
remainder for life in the son’s tract was 
expressed. Conceding the will was am- 
biguous in that it made a devise upon 
the death of either life tenant to grand- 
children living at the death of both life 
tenants, it would be contrary to testator’s 
apparent affection for his grandchildren 
to oust them from the home their parent 
had occupied, by implication, and turn 
the possession over to the surviving child. 
The provision for joint use of the well 
located on the dividing line between the 
two tracts “by the devisees and bene- 
ficiaries named in this will” would have 
been unnecessary had the testator in- 
tended a cross limitation in the use of 
each tract to the survivor of the children. 


WILLs Construction Prior 
Will’s Different Provisions May 
Not Vary Plain Words of Later 
Will 


Missouri—Supreme Court, Div. 1 
Lang v. Estorge, 242 S.W. (2d) 50. 


Testatrix divided the residue of her 
estate into 100 equal units and disposed 
of them as follows: 40 units to the Irv- 
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ing R. Gaertner trust; 20 units to her 
daughter Ruth Margaret Estorge if of 
sound mind and capable of managing 
her own affairs in the sole discretion of 
the executors, at the time of testatrix’ 
death; and 40 units to the Ruth Margaret 
Estorge trust. 


The daughter had been of unsound 
mind since 1934 and continued to be of 
unsound mind at the death of testatrix 
in 1948. The will in question had been 
executed in 1940. In a prior will executed 
in 1939 testatrix had made alternative 
provisions, outright to or in trust for, 
Ruth dependent upon her mental con- 
dition. 

The coexecutors brought a suit for 
judicial construction of the will. It was 
the contention of the curator of the 
estate of the daughter that testatrix in- 
tended that the daughter should receive 
the 20 units referred to in the will, even 
though the daughter should be of un- 
sound mind, and that the failure of the 
will to so state was the result of mistake 
or oversight on the part of the scrivener. 
The trial court so found. 


HELD: Reversed and remanded with 
directions to dispose of the 20 units ac- 
cording to the laws of intestacy. The 
provisions of the prior will did not sup- 
port the findings of the trial court. The 
fact that a different bequest was made 
to the daughter in the prior will could 
not operate to make the last will speak 
exactly the opposite of what it said. 
There was no ambiguity in the last will. 
Although there is a strong presumption 
against partial intestacy, the evidence 
did not show whether testatrix intended 
ta dispose of all of her property by will. 


WILLs — Probate — Contract to Be- 
queath -—— Inadmissibility of Parol 
Evidence 


New York—Court of Appeals 
Matter of Levin, N.Y.L.J., Sept. 27, 1951. 


Decedent had a son, Herman, by his 
first marriage and two children, Belle 
and Max, by his second marriage. On 
Sept. 14, 1942, decedent’s second wife 
executed her will bequeathing certain 
savings bank accounts to Belle and Max, 
and the residue of her estate in trust 
to pay the income to her husband for his 
life. On Sept. 16, 1942, decedent wrote 
a letter to his wife stating that it was 
to confirm an agreement with her. The 
letter recited that the wife made a will 
dated Sept. 14, 1942 “whereby you (the 
wife) have bequeathed and devised to 
me (the decedent) the entire net income 
of your estate ***” (italics supplied), and 
further stated that the decedent agreed 
not to revoke his will dated Sept. 16, 
1942, bequeathing his residuary estate to 
Max and Belle if the wife predeceased 
him without having revoked her will 
dated Sept. 14, 1942. The wife died in 
1944 leaving the above mentioned will 
which was probated. In 1946 the decedent 
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made a new will bequeathing his estate 
to his three children, Herman, Belle and 
Max equally. 

Herman filed his account as an execu- 
tor of his father’s will and Belle and 
Max objected to it on the ground, among 
others, that the decedent had by his 1946 
will breached the agreement to bequeath 
his estate to Belle and Max. The Bronx 
County Surrogate, over objection, allowed 
the attorney who represented the de- 
cedent and his wife when they made their 
wills to testify that decedent knew that 
his wife was not leaving him his entire 
estate as stated in the letter, and knew 
that a substantial part of the cash was 
bequeathed to her two children. The Sur- 
rogate ruled in favor of the objectants 
and directed distribution to them. The 
Appellate Division reversed, holding that 
parol evidence was inadmissible to ex- 
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GRESS OF AUGUST 24, 1912, AS 
AMENDED BY THE ACTS OF MARCH 
3, 1933, AND JULY 2, 1946 (Title 39, 
United States Code, Section 233) 


Of TRUSTS and ESTATES (Magazine), 
published monthly at New York, N. Y. for 
October 1, 1951. 


1. That the names and addresses of 
the publisher, editor, managing editor, 
and business managers are: 


Publisher, Christian C. Luhnow, Gor- 
donsville, Virginia. Editor, Christian C. 
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ing editor, P. Philip Lacovara, 50 East 
42 Street, New York 17, N. Y. Business 
manager, M. M. Imbro, 50 East 42 Street, 
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2. That the owner is: Fiduciary Pub- 
lishers, Inc., 50 East 42 Street, New York 
17, N. Y. Christian C. Luhnow, Stock 
Holder, 90 Shares; Josephine L. Luhnow, 
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3. That the known bondholders, mort- 
gagees, and other security holders ownin 
or holding 1 percent or more of tota 
amount of bonds, mortgages, or other se- 
curities are: None. 


4. Paragraphs 2 and 3 include, in 
cases where the stockholder or security 
holder appears upon the books of the 
company as trustee or in any other fidu- 
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corporation for whom such trustee is 
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plain the variance between the terms of 
the wife’s will and the letter of the 
decedent. 


HELD: Ruling of Appellate Division 
affirmed. The parol testimony went be- 
yond a mere descriptive error and at- 
tempted to explain a discrepancy between 
the wife’s will and decedent’s letter 
though the language of both documents 
was clear and unambiguous. 


WILLs — Probate — Will Sustained 
Against Undue Influence Charge 


Nebraska—Supreme Court 
In re Fehrenkamp’s Estate, 48 N.W. (2d) 421. 


Trial court overruled motion to direct 
verdict for the proponent. Jury dis- 
agreed. The court refused to enter judg- 
ment for proponent, as permitted under 
the statute. Proponent appealed. 


HELD: Reversed and probate ordered, 
The testator is not required to mention 
all relatives in the will, to show that he 
knew the natural objects of his bounty, 
Undue influence cannot be inferred alone 
from motive or opportunity. There must 
be some evidence, direct or circumstan- 
tial, to show that undue influence not 
only existed, but that it was exercised 
at the very time the will was executed, 
“There may be influences directing the 
willmaker’s attention to proper obliga- 
tions which it might be thought ought to 
be satisfied by testamentary provisions, | 
Such influences may be persuasive and| 
effective, but, so long as not coercive, 
they are not undue. Circumstances often 
arise where such conduct is wholly justi- 
fiable.” 
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Tue administration of beth personal 
and corporate trusts in all of their various 
phases continues to be the principal function 


of City Bank Farmers Trust Company. 


EXECUTOR CUSTODIAN OF SECURITIES 
MANAGEMENT OF INVESTMENTS TRUSTEE 
TRUSTEE UNDER PENSION AND PROFIT 
SHARING PLANS 
TRANSFER AGENT FISCAL AND PAYING AGENT 
REGISTRAR 
TRUSTEE UNDER CORPORATE INDENTURES 
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City Bank Farmers 
cus un Lust Company 


Head Office: 22 William Street. New York 
Uptown Office: 640 Fifth Ave. at 51st Street; Brooklyn Office: 181 Montague Street 


Information may be obtained through any branch 
of The National City Bank of New York 
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estate planning 


The helpful, intelligent service rendered 

by an experienced Connecticut General 
Underwriter often means that a Trust Officer 
or Attorney can solve his clients’ 

problems more quickly and efficiently. 

The Connecticut General Underwriter’s broad 
experience in the complicated fields 

of personal insurance and estate planning, 
business insurance, pension trusts and 
other types of insured pension plans 

make him an extremely valuable co-partner 


to. Trust Officers and Attorneys. 
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